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THURSDAY, FEBRUARY 16, 1956 


Housr or REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
BANKING AND CURRENCY COMMITTEE, 
Washington, D.C. 

The subcommittee met at 10 a. m., the Honorable Albert Rains, chair- 
man, presiding. 

Present: Messrs. Addonizio, Widnall, McDonough, O’Hara, and 
Talle. 

Mr. Rains. The committee will please come to order. If we can, we 
want to keep our schedule on time so we are going to begin as 
near on time as wecan. The other members of the committee will be 
here soon. The first witness is our long-time good friend, Albert Cole. 

Come around, Mr. Cole. 


STATEMENT OF HON. ALBERT M. COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY 


Mr. Cote. Good morning. 

Mr. Ratns. We are glad to have you, and we are going to let you 
proceed in any manner that you want to proceed and tell us when you 
are through and ready for us to ask any questions. 

Mr. Corr. All right, thank you, Mr. Chairman. 

I have with me my colleague, Mr. Stanley Baughman, president of 
FNMA. 

Mr. Ratns. Weare glad to have you, Mr. Baughman. 

Mr. Corr. 1 do not plan to present a prepared statement, but Mr. 
Baughman has a prepared statement which I think rather fully covers 
the position now of Federal National Mortgage Association with 

respect to this hearing, and subject to the chairman’s approval I would 
like to have Mr. Baughman read his statement. 

Mr. Rains. That is very fine. Go ahead, Mr. Baughman. 

Mr. BavcuMan. Mr. Chairman, and members of the Subcommittee 
on Housing of the Committee on Banking and Currency : 


STATEMENT OF J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL 
NATIONAL MORTGAGE ASSOCIATION 


Mr. Bauguman. My name is J. Stanley Baughman. 

I am the President of Federal National Mortgage Association. I 
appreciate this opportunity to appear before you in these heari ings on 
FNMA and its operations in the general secondary mortgage m: irket. 

My statement will be divided into three main parts. Tf it will be 


1 
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agreeable to the subcommittee, I should like to proceed through each 
part and then, at its conclusion, answer any questions you may have 
about that phase of the operations. 

Mr. Rarns. In other words, you want us to interrogate you at the end 
of each of the three parts / 

Mr. Baveunan. If it is agreeable to you, Mr. Chairman. 

Mr. Rains. All right. 

Mr. BAUGHMAN. By the way of background, the Federal National 
Mortgage Association is a corporation. It was organized on Febru- 
ary 10, 1938, by the Reconstruction Finance Corporation, pursuant to 
authority contained in the then title II] of the National Housing Act. 

FNMA operated as a subsidiary of RFC until it was tr: ansferred by 
a Presidential reorganization plan, on September 7, 1950, to the hous- 
ing and Home Finance Agency. 

The initial objective of the Association was to help popularize 
FHA-insured mortgages, by assisting in the establishment of a general 

secondary market for such mortgages. The method followed was to 

purchase FTHA-insured mortgages from local lenders and subse- 
quently, after seasoning and under favorable market conditions, to sell 
the mortgages to permanent investors. 

In 1948 the Association’s activities were expanded to cover VA- 
guaranteed mortgage loans, sometimes referred to as GI mortgage 
loans. 

Measured in terms of dollars, these operations have been sizable. 
From organization through December 31, 1955, FNMA has acquired 
mortgages aggregating $5,013 million and sold such mortgages total- 
ing $1,630 million, while repayments and other credits have amounted 
to $728 million. 

In 1954, the Congress provided the Association with a new corpo- 
rate charter, known as the Federal National Mortgage Association 
Charter Act. Operations under the new charter commenced Novem- 
ber 1, 1954. There are now three separate activities: (1) The man- 
agement and liquidating functions, (2) the secondary market opera- 
tions, and (3) the special orn Ba functions. The independence 
of each of these activities from the others is to be stressed; the situa- 
tion is as though there were three separate corporations. Each has 
its own assets and liabilities and its own borrowing authority. 

The charter imposes separate accountability with respect to each, 
and neither the management and liqudating functions nor the special 
assistance functions have any recourse to the corporate capitaliza- 
tion—that is, the capitalization pertains exclusively to the secondary 
market operations. 


MANAGEMENT AND LIQUIDATING FUNCTIONS 


Under its management and liquidating functions, FNMA is re- 
quired to manage and liquidate its October 31, 1954, portfolio of mort- 
gages, including any acquired subsequently pursuant to contracts 
entered into prior to November 1, 1954, in an orderly manner, with a 
minimum of adverse effect upon the home-mortgage market and 
minimum loss to the Federal Government. 

All of the benefits and burdens arising from the management and 
liquidating functions inure solely to the Sec retary of the Treasury 
for the account of the Government. 
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The FNMA portfolio and purchasing liability on August 2, 1954, 
the approval date of the FNMA (¢ ‘harter Act, aggregated $3,152 mil- 
lion, consisting of mortgages with unpaid principal balances totaling 
$2,415 million and undisbursed purchase commitments totaling $737 
million. During the succeeding 17 months through De cember dl, 
1955, the portfolio and purchasing lability was reduced to $2,613 
million, a decline of $539 million, or 17 percent. Mortgage sales ac- 
counted for $169 million of this reduction. 

The Association has, for the time being, suspended the sale of 
niortgages held in this portfolio. This action is believed to be fur- 
nishing relief, in some degree, against the recent and current tight- 
ness of the mortgage market. It is expected that selling operations 
will be resumed when it can be determined there will be no substan- 
tial adverse effect on the general secondary mortgage market. 

That ends my statement on the management and liquid: iting func- 
tions, Mr. Chairman. I don’t know w hether you have any questions 
on that. 

Mr. Rarns. I only have a question or two on that. 

What do you mean by the statement : 

With a minimum of adverse effect on the home-mortgage market. 

What do you call “adverse effect ?” 

Mr. BaveuMan. In October, the Board of Directors considered this 
matter and felt that due to the tightness of the mortgage market in 
general we should temporarily suspend the sale of mortgages in order 
not to create a more difficult market. 

Mr. Rains. And you still have that regulation in effect; is that 
right? 

Mr. Bavenman. That is right. 

Mr. Rarys. In the near or foreseeable future do you anticipate sell- 
ing mortgages again? 

Mr. Baucuman. If there becomes a generous supply of mortgage 
funds and we have an opportunity to liquidate or sell some of these 
mortgages I think we will; yes, sir. 

Mr. Rarns. Any other questions? 

Mr. Corr. The question, Mr. Rains, so that we won’t be confused 
about it, when he said “Yes, sir,” we don’t know whether it will be in 
the near future. It depends upon the mortgage market. 

Mr. Rains. As it stands now, I think we would all agree that the 
mortgage market is certainly tight and it is not a time to start selling 
those mortgages; is it? 

Mr. Cote. ‘No, we haven't any immediate plans to start selling the 
mortgages. 

Mr. Rarns. Any other questions? 

You go ahead, Mr. Baughman. 

Mr. Baveuman. Thank you. 


SECONDARY MARKET OPERATIONS 


It is the charter purpose of FNMA/’s secondary market operations 
to provide supplementary assistance to the general secondary market 
for home mortgages by providing a degree of liquidity for mortgage 
investments, ther eby i improving the distribvtion of investment capital 
available for home. mortgage financing. 
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Acceptable mortgages are purchased in areas where investment 
funds are in short supply and are subsequently resold in areas where 
investment capital is available. 

In sharp contract to the Association’s management and liquidating 
functions and its special assistance functions, the secondary market 
operations are not conducted solely for the account of the Government. 

Under charter provisions there will be an ever-increasing amount 
of private risk capital, represented by FNMA common stock issued 
against the paid subscriptions of private mortgage sellers equal to 3 
percent of the amount of mortgages sold to FNMA, and a related ul- 
timate retirement of the Government’s capital investment, now repre- 
sented by approximately $93 million of preferred stock. 

I think it is important to note that the charter provides the ma- 
chinery whereby in time the secondary market operations will qualify 
to become privately owned. Meanwhile, there is to be the closest 
possible analogy of the secondary market operations to a like private- 
enterprise organization, so that there will be only a minimum of de- 
pendence on the Federal Government. For example, the Association 
pays into the Treasury an amount equal to the Federal income taxes 
to which its secondary market operations would be subject if the As- 
sociation were not exempt from such taxes. 

Also, funds needed for the secondary market operations are not ob- 
tained in routine fashion by maintaining a permanent debtor-creditor 
relationship between the Association and the Treasury, but rather 
such permanent funds are borrowed from private investors through 
public issuances from time to time of FNM.A’s corporate debentures. 
Such debentures aggregating approximately $100 million, having a 
term of 9 months and bearing interest at 314 percent per annum, were 
offered and subscribed for on Tuesday of last week, February 7. 

In the secondary market operations, as required by the charter, 
FNMA confines its purchases to mortgages of such quality, type, and 
class as meet, generally, the purchase standards imposed by private in- 
stitutional mortgage investors. The charter language establishes a 
criterion of marketability, and contemplates an assured ultimate sale 
of the mortgages by FNMA to private investors, 

The FNMA Charter Act further prescribes that, in the interest of 
assuring sound operation, the purchase prices to be paid for mortgages 
under the secondary market operations should be established, ‘from 
time to time, at the market price for the particular class of mortgages 
involved, as determined by the Association. 

Mr. Chairman, I should like to suggest that there be inserted in the 
record at this point the current FNMA Purchase Price Schedule for 
secondary market operations, consisting of five pages. 

Mr. Ratns. That may be done. 

Mr. Bavenman. Thank von, sir. 

(The schedule is as follows :) 

FEDERAL NATIONAL MORTGAGE ASSOCIATION PURCHASE PRICE SCHEDULE FOR 

SECONDARY MARKET OPERATIONS, EFFECTIVE Mar. 10, 1955 
[All prices are subject to change without notice] 
NOTE TO AGENCY MANAGER 
Until further notice, this Purchase Price Schedule applies to mortgages secur- 


ing properties in the following States: Connecticut, Delaware, Illinois, Massa- 
chusetts, New Jersey, New York, Ohio, Pennsylvania, Rhode Island. 
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A separate price schedule should be reproduced for each State located within 
your agency area, for distribution to sellers. 

When the ratio of the outstanding principal balance of the mortgage to the 
original mortgagor’s purchase price of the property (exclusive of closing costs), 
or to its valuation (VA or FHA), whichever is less, is: 

l 


90 percent or less and— 





lover 9) percent but not}/Over 95 percent but not 
| over 95 percent and— | over 100 percent and— 
| 
| 
| | Remaining | |} Remaining Remaining 
Interest rate and type of | Remaining term of loan| Remaining |term of loan} Remaining |term of loan 
mortgage |term of loan) is over 25 |term of loan| is over 25 |term ofloan| ts over 25 
} is 25 years | but not | is25years| but not | is 25 years | but not 
| or less over 30 orless | over30 | orless | over 30 
years | | years | | years 
44 percent VA section 501- 9914 99 9814 98 9714 97 
41% percent FHA section 203 (b) _| 9916 99 9R16 98 9714) 97 
444 percent FHA section 203 (i) 99 9814 98 9714 97 96% 
4% percent FHA section 222. 9916 99 9814 98 971% 97 
4% percent FHA section 213 
individual mortgages - - - -_- 9916 199 9814 1 98 9714 197 


'If the remaining term exceeds 39 years, the price shown shall be reduced by 42 percent for each 5-year 
period (or part thereof) that such remaining term exceeds 30 years. 


[All prices are subject to change without notice] 
NOTE TO AGENCY MANAGER 


Until further notice, this Purchase Price Schedule applies to mortgages secur- 
ing properties in the following States: Colorado, District of Columbia, Georgia, 
Indiana, Maryland, Missouri, New Hampshire, North Carolina, Tennessee, Texas, 
Vermont, Virginia, Wisconsin. 

A separate price schedule should be reproduced for each State located within 
your agency area, for distribution to sellers. 

When the ratio of the outstanding principal balance of the mortgage to the 
original mortgagor's purchase price of the property (exclusive of closing costs), 
or to its valuation (VA or FHA), whichever is less, is: 





Over 90 perce Over 95 perce 
| 90 percent or less and— ver percent but not Over 95 percent but not 





over 95 percent and— | over 100 percent and— 
} Remaining Remaining Remaining 
Interest rate and type of Remaining |term of loan| Remaining term of loan Remaining |term of loan 
mortgage term ofloan| is over 25 ‘term ofloan| is over 25 ‘term of loan, is over 25 
is 25 years but not is 25 years but not is 25 years but not 
or less over 30 or less over 30 or less over 30 
years years years 
414 percent VA section 501 99 98's OS 974 97 9614 
415 percent FHA section 203 
(b) 99 98! 5 98 9714 97 9614 
41 percent FHA section 203 (i) 9815 98 97 97 9615 U6 
4% percent FHA section 222 99 9814 QS 97! 97 9619 
4\4 percent FHA section 213 
individual mortgages 99 1 985 98 197% 97 19614 


1 If the remaining term exceeds 30 years, the price shown shall be reduced by 44 percent for each 5-year 
period (or part thereof) that such remaining term exceeds 30 years. 


{All prices are subject to change without notice] 
NOTE TO AGENCY MANAGER 


Until further notice, this Purchase Price Schedule applies to mortgages secur- 
ing properties in the following States: Alabama, Arizona, Arkansas, California, 
Florida, Iowa, Kansas, Kentucky, Maine, Michigan, Minnesota, Mississippi, 
Nebraska, Oklahoma, Oregon, South Carolina, Utah, Washington. 

A separate price schedule should be reproduced for each State located within 
your agency area, for distribution to sellers. 
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When the ratio of the outstanding principal balance of the mortgage to the 
original mortgagor’s purchase price of the property (exclusive of closing costs), 
or to its valuation (VA or FHA), whichever is less, is: 


Interest rate and typeof 
mortgage 


90 percent or less and— | 











| Remaining | 
Remaining |term of loan| Remaining |term of loan} Remaining |term of loan 


| over 95 percent and— 


Remaining 





}Over 90 percent but not)Over 95 percent but not 
| over 100 percent and 


Remaining 





term of loan| is over 25 |term ofloan| is over 25 |term of loan| is over 25 
is 25 years but not is 25 years but not is 25 years but not 
orless | over30 | orless over 30 | or less over 30 
| years | years | years 
ee SWS Sa oe ¥ os Se ie.) ere 
4% percent VA section 501____| 984 98 | 9714 97 9614 6 
4% percent FHA section | 
203 (b) a2, 2A - 98! 98 9714 97 96! 96 
4% pe reent “FHA | section | 
203 ( | 9S 9714 97 9616 96 954 
4l6 des be FHA section 222__| gs! 98 97% 97 9616 96 
44 percent FHA section 213 | 
individual mortgages 9814 198 | 9714 197 964 196 





1 Tf the remaining term exceeds 30 years, the price shown shall be reduced by 
period (or part thereof) that such remaining term exceeds 30 years. 


be percent for each 5-year 


[All prices are subject to change without notice] 
NOTE TO AGENCY MANAGER 


Until further notice, this Purchase Price Schedule applies to mortgages secur- 
ing properties in the following States: Idaho, Louisiana, Montana, Nevada, New 
Mexico, North Dakota, South Dakota, West Virginia, and Wyoming. 

A separate price schedule should be reproduced for each State located within 
your agency area, for distribution to sellers. 

When the ratio of the outstanding principal balance of the mortgage to the 
original mortgagor’s purchase price of the prope ig (exclusive of closing costs), 
or to its valuation (VA or FHA), whichever is less, 


| 
Over 90 percent but not, Over 95 percent but not 


Interest rate and type of 
mortgage 


90 percent or less and— 


Remaining 





Remaining | 








over 95 percent and— _— over 100 perc 


| Remaining 


ent and 


| Remaining 


term of loan}; Remaining |term of loan, Remaining |term of loan 








term of loan} is over 25 |term of loan} is over 25 |term ofloan| is over 25 
is 25 years | butnot | is 25 years but not is 25 years but not 
or less over 30 or less over 30 or less over 30 
| years years years 
416 percent VA sec. 501_______| 98 | 9714 97 | 9614 96 951% 
444 percent FHA sec. 203 (b) ___| 98 | 9714 97 9614 96 9543 2 
416 percent FHA sec. 203 (i) 9714) 97 9615 96 9514 95 
446 percent FHA sec. 222 98 97! 97 9614 96 9514 
4’ percent FHA sec. 213 | | 
individual mortgages - - -- 98 | 1 97} 97 19614 96 19514 
| | 


1 If the remaining term exceeds 30 years, the price shown shall be reduced by 4% percent for each 5-year 
period (or part thereof) that such remaining term exceeds 30 years. 


[All prices are subject to change without notice] 
NOTE TO AGENCY MANAGER 


Until further notice, this Purchase Price Schedule applies to mortgages secur- 
ing properties in the following Commonwealth or Territory: Puerto Rico and 
Hawaii. 

A separate price schedule should be reproduced for each Territory or Common- 
wealth located within your agency area, for distribution to sellers. 

When the ratio of the outstanding principal balance of the mortgage to the 


_| 





At tat + 


: 
i 
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original mortgagor’s purchase price of the property (exclusive of closing costs), 
or to its valuation (VA or FHA), whichever is less, is: 


rer § » 7e > » :] 
| 90 percent or less and— Over 90 percent but not|Over 95 percent but not 





over 95 percent and— | over 100 percent and— 
| 
Interest rate and type of Remaining | Remaining Remaining 
mortgage | Remaining |term of loan| Remaining term of loan} Remaining term of loan 
iterm of loan! is over 25 |term ofloan| is over 25 |term ofloan| is over 25 
| is 25 years | butnot | is 25 years but not | is 25 years but not 
| orless | over30 | orless over 30 | or less over 30 
years years years 
4'4-percent VA section 501 97% 97 9616 96 9514 95 
416-perrent FHA ~ section | 
203 (b) SARE 9714 97 | 9616 %6 9514 95 
4!5-percent FHA _ section 
facial cet slate 97 9614 of 9515 95 9414 
414-percent FHA section 222__| 9715) 97 615 96 9514! 05 
414-percent FHA section 213 | } 
individual mortgages _- -- 9714 197 96). 1 OF 9514 195 


1 If the remaining term exceeds 30 years, the price shown shall be reduced by one-half of 1 percent for 
each 5-year period (or part thereof) that such remaining term exceeds 30 years. 

These purchase prices are not to be considered as an offer by FNMA to purchase any mortgage; they 
are solely an invitation to the seller to make an offer to FNMA. 

Information regarding the purchase price of FHA section 207 and FHA section 213 project mortgages 
(management type) may be obtained from the appropriate F NMA Office. 


Mr. Bavennan. The schedule shows that the purchase prices for 
the continental United States currently range from a high of 9914 
to a low of 95. The average price paid for the 9,484 mortgages pur- 
chased through December 31, 1955, was 97. 

The largest volume (71.3 percent) of the mortgages was in the 96 
to 97 price range; 3.7 percent were purchased at prices averaging be- 
tween 95 and 9514, and 25 percent averaged 9714 or above. I shall 
refer to this matter of pricing again later. 

Mr. Chairman, I should like to suggest that there be inserted in 
the record at this point the association’s financial statement, covering 
its secondary market operations, as of December 31, 1955, which con- 
tains a summary of the association’s activities in its secondary market 
operations since November 1, 1954. 

Mr. Rarns. And that may be inserted. 

(The summary is as follows :) 


FEDERAL NATIONAL MorTGAGE ASSOCIATION FINANCIAL STATEMENT OF THE 
SECONDARY MARKET OPERATIONS, DECEMBER 31, 1955 


The secondary market operations of the Federal National Mortgage Asso- 
ciation are made possible by the Federal National Mortgage Association 
Charter Act, an act of Congress. The Charter Act authorizes FNMA specifically, 
among other activities, to conduct secondary market operations to provide 
supplementary assistance to the general secondary market for home mortgages 
by providing a degree of liquidity for mortgage investments, thereby improving 
the distribution of investment capital available for home mortgage financing. 

The Association began its secondary market operations on November 1, 
1954 on December 31, 1955, a little more than a full year had been completed. 
Under the provisions of the Charter Act the secondary market operations will 
in time qualify to become private owned. Purchases are currently limited to 
mortgages which are insured by FHA or guaranteed by VA, as appropriate, on 
or after August 2, 1954, under sections 203 (b), 2083 (i), 207, 213, and 222 of the 
National Housing Act, as amended, and section 501 of the Servicemen’s Read- 
justment Act of 1944, as amended. 

Funds for the purchase of mortgages in the Association’s secondary market 
operations are provided by (a) the proceeds of preferred stock which was issued 
to the Secretary of the Treasury, (b) the proceeds of common stock subscrip- 
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tions by mortgage sellers equivalent to 3 percent of the unpaid principal bal- 
ances of mortgages sold to FNMA, and (¢c) borrowings through the sale of 
debentures to investors. The prices paid for mortgages are established at the 
market price for the particular class of mortgages involved, as determined by 
FNMA. A purehase and marketing fee ranging from one-half percent to 1 
percent of the unpaid principal balances of the mortgages involved is currently 
being charged to defray purchasing and market costs. 

Since November 1, 1954, more than 900 banks, mortgage companies, and 
other similar organizations have indicated their intention to use FNMA’s 
secondary market operations and have executed selling or servicing agreements. 
During the 14 months of operations through December 31, 1955, prospective 
sellers offered 16,538 mortgages to the Association, and on that date 12,329 
of these had been approved for purchase, 1,456 had been declined under condi- 
tions which would permit them to be reoffered when certain requirements had 
been met, 1,300 were determined to be unacceptable for purchase, and 1,453 were 
being considered for purchase. At December 31, 1955, a total of 9,484 mort- 
gages, consisting of 2,624 FHA-insured mortgages and 6,860 VA-guaranteed 
mortgages, aggregating $86,073,000, had been purchased. These purchases re- 
lated to properties located in 41 States, is District of Columbia, and Hawaii, 
and represented transactions involving 249 different sellers. 

A breakdown of the sellers that had sold mortgages to FNMA in the sec- 
ondary market operations through December 31, 1955, included 200 mortgage 
companies and related organizations (80.3 percent), 21 savings and loan asso- 
ciations (8.4 percent), 24 banks and trust companies (9.7 percent), and 4 in- 
surance companies (1.6 percent). 

Activities of the FNMA secondary market operations follow: 


Pari | anova SHEE PS Amount of 
Period Approval Purchases purchases 
1954 | 
November-December 19 2 $24, 000 
1955 
Ist quarter 319 147 1, 049. 000 
2d quarter 1, 595 1, 026 8, 394, 00 
3d quarter 3, 263 2, 312 20, 284, 000 
4th quarter 7, 133 5, 997 56, 322, 000 
Total 12, 329 9, 484 86, 073, 000 


Balance sheet at Dec. 31, 1955 
ASSETS 


Cash on hand and on deposit with U. S. Treasury___________ 
Mortgages insured by Federal Housing Administration. $19, 833, 
Mortgage guaranteed by Veterans’ Administration____ 


SSO, 052, 346 
097 
65, 847, 679 


Total 

Less: 
Unrealized purchase discount_____-----____-_--~ 
Bpeserve Tor loewen on loans... 


A I Go SS ERA TOE A AIEEE LEO 85, 680, 776 
2, 705, 777 
43, 037 
q—em——anneen 2 O93) Gap 
303, 212 


is i sa ac eh Tia ac cadet ange ic pies eanealire eee 38, 729 


Accrued interest receivable 
Accounts receivable 





URES Seta Fie Poeeig a «eat kk ae ee ly. eT a ee Os 


163, 326, 249 
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Balance sheet at Dec. 31, 1955—Continued 


LIABILITIES 


Notes payable to U. S. Treasury_--_---------- eres __. $66, 371, 864 
ROCIO TOMA 6 og, coh ow ene see nae nnn ea 224, 954 
Accrued dividends on preferred stock_-.--------------~---_---~--- 125, 000 
I eee thpia ne Aap ietam cing nee ie be delib beeen 168 
pS a a Se ee eee een nee See 33, 714 
Terk Gerona Lee oS kn eee baat 686, DS6 
Reserve for Federal income tax equivalent____.___-_---___--__------ 305, 669 

ee dara ah phdcabelipn adhd bode wie 67, 748, 355 


CAPITAL AND SURPLUS 


Preferred stock issued to Secretary of the Treasury____ $92, 820, 305 
Common stock issued 
Common stock subscribed but not yet issued__________ 858, 217 
Undistributed earned surplus: 

Equity of Secretary of the Treasury___- = 142, 554 

Equity of subscribers to common stock 32, 818 
—- 95, 577, 894 


Sn” RMR RS 2 2 0 SE ee ee roe ee 163, 326, 249 
Statement of income and expense Nov. 1, 1954, through Dec. 31, 1955 


INCOME 
Interest earned 


ei sic Ua eritnett Decisis oe sein a base ae ais ts cen wets eng wind ttc eran en a ED $845, 383 
Purchase and.marketing fees earned.._......_.~......--.........-2.. 516, 249 
Service fees earned______ PRE ete fe CO See wee ve ee 12, 733 
Purchase discounts realized..._._.................. EE Sea ee 49 
5 RE TS Sa BS I Ea ae ae Oe winters My ey See 
EXPENSE AND LOSSES 
Interest expense on notes to U. S. Treasury___________---_______-_- 7 224, 954 
Fey Se a i i a Git. 44 ee ae 369, 487 
Poss ros Ger vermum mrerroowes 93, 934 
Pia veenom Tor. beeen On 40ND. si eel $3, 037 
oo” Ca FS aa Se . ica 731, 412 
Profit prier to provision for tax equivalent_____ See ee oe eee 6438, 002 
Provision for Federal income tax equivalent____________-_______ — 323, 361 
Profit prior to provision for dividends on preferred stock._____—~ 319, 641 
Provision for dividends on preferred stock____________-_-_--__-_-___ 144, 269 
Net income after tax equivalent and preferred stock dividends_ 175, 372 


As shown by the financial statements, the Association’s net earnings in its 
secondary market operations since November 1, 1954, after expenses and after 
the establishment of reserves for losses of $48,037 and provision for the payment 
to the United States Treasury of $323,361 as the equivalent of Federal income 
taxes, amounted to $319,641 as compared with $26,908 at June 30. From these 
earnings, provision was made for the payment of $144,269 to the Secretary of 
the Treasury as the full amount of cumulative dividends on the preferred stock, 
leaving a balance of $175,372 to be transferred to general surplus as compared 
with $7,639 at June 30. 


J.S. BAUGHMAN, President. 
JANUARY 24, 1956. 


Mr. Bavenman. The narrative portion of the financial statement 
shows that from the commencement of the secondary market opera- 
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tions on November 1, 1954, through December 31, 1955—a period of 
14 months—sellers offered 16,538 mortgages to the association. 

At December 31, 1955, a total of 9,484 mortgages, aggregating $86 
million, had been purchased. These purchases represented transac- 
tions involving 249 different selling organizations and related to prop- 
erties located in 41 States, the District of Columbia, and the Territory 
of Hawaii. Subscriptions by sellers to FNMA’s common stock on 
December 31 amounted to $2,582,000. 

The financial statement shows also that the net earnings during the 
first 14 months of the secondary market operations, after expenses 
and provision for payment to the United States Treasury of $324,000 
as the equivalent of Federal income taxes, amounted to $319,000. 
From these earnings, provision has been made for the payment of 
$144,000 to the Secretary of the Treasury as the full amount of cumu- 
lative dividends on the preferred stock, leaving a general surplus of 
$175,000. 

Earnings have been sufficient to enable the association’s board of 
directors during January 1956 to declare an initial dividend on the 
common stock. The amount, applicable to the month of January, 
was 17 cents per share. <A similar dividend has also been declared 
for February. 

At this point, I should like to comment on the manner in which 
FNMA carries out the charter-imposed obligation to establish its 
secondary market operations purchase prices “at the market price for 
the particular class of mortgages involved, as determined by the associ- 
ation.” 

It is quite universally recognized, I believe, that the general second- 
ary mortgage market is not an organized market like the stock market 
or the grain market, and does not provide prices on a uniform national 
basis. 

Accordingly, FNMA requests a volume of private buyers and sellers 
of mortgages at many locations throughout the Nation to disclose 
periodically the pricing details of private sales transactions. The 
experience that has been gained confirms the belief that pricing fac- 
tors affecting individual mortgages or groups of mortgages are quite 
diverse. I will mention the principal factors. 

Since investors are concerned with the rate of yield arising from 
mortgage investments in comparison to other types of investments, 
the interest rate of a particular mortgage loan becomes an important 
pricing factor. Another factor is the amount of the mortgagor’s 
equity, generally represented by down-payment—when the relative 
equity is greater there is presumably less likelihood that the investor 
will incur a loss or be put to the trouble and expense of liquiding the 
security. 

Mortgage servicing problems may be increased when the security 
is located at a distance from population or financial centers, or the 
applicable foreclosure laws may require cumbersome and protracted 
procedures, and so the geographical or jurisdictional location of the 
mortyaged property may be a pricing factor. 

Still another factor is the length of the term of the loan, because 
the risks flowing from economic unknowns become greater as the term 
lengthens. 
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The information which FNMA gathers periodically concerning the 
pricing details of individual private sales discloses that transactions 
are effected within a range of prices. 

FNMA discharges its obligation to determine the market price by 
ascertaining and establishing what it considers to be average market 
prices within the price ranges. The continuing pricing surveys con- 
ducted by the association show that while, under the procedures fol- 
lowed, it is possible for FNMA’s purchase prices to be slightly higher 
or slightly lower when compared with selected individual transac- 
tions, nevertheless the established FNMA purchase prices are closely 
akin to the average market prices within the price ranges disclosed 
by the sales transactions of private investors in the general secondary 
mortgage market. The association is always prepared to make ap- 
propriate adjustments in its purchase prices whenever proper evl- 
dence shows that changes have occurred in the general market ap- 
plicable to like transactions. 

Since it is not practicable to comply literally with the charter re- 
quirement that purchase prices should be established precisely “at the 
market price,” as I have shown, we in FNMA would be agreeable to 
a charter change which would drop the reference to market price 
and would instead provide that in determining from time to time 
the prices to be paid for mortgages purchased under the secondary 
market operations the association should ascertain the price ranges 
within which such mortgages would likely be bought or sold in the 
general secondary mortgage market. 

I should mention also that the charter act contemplates that the 
association will fix its prices and will collect charges or fees so as 
reasonably to prevent excessive use of the association’s facilities and 
to assure that the secondary market operations will be fully self- 
supporting. To defray its cost of purchasing and marketing in con- 
nection with the secondary market operations, FNMA currently 
charges a purchase and marketing fee of either one-half percent or 
one percent of the unpaid principal balances of mortgages that are 
purchased, dependent upon FNM_A’s estimate of the degree of market- 
ability. 

The association has recently supplemented its regular purchasing 
procedure in its secondary market operations by the adoption of a 
purchase option plan. Under this new plan, FNMA will not only 
purchase acceptable mortgagess from sellers at FNM_A’s current pur- 
chase prices in the usual manner, but will also, concurrently, permit 
the sellers to obtain a 9-month purchase option under which they can 
buy back the same mortgages at the same prices. 

The purchase prices at which FNMA acquires the mortgages are 
the same without regard to whether the seller obtains a purchase 
option as a part of the transaction. 

Sellers wishing to acquire such a purchase option are charged a fee 
equal to 1 percent of the unpaid principal amount of the mortgages 
involved and, in addition, pay the usual purchase and marketing fee 
and comply with the usual requirement that they subscribe for FNMA 
stock. f 

Under this new purchase option plan the housing industry can ob- 
tain needed funds, whether permanent or temporary. At the same 
time, the plan should assist in effecting sales of FNMA’s mortgages 
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by providing option holders with an additional period during which 
they can seek to market the FNMA-owned mortgages elsewhere. 

Mortgagees are able to raise immediate cash on their mortgages in 
larger amounts than are available under customary borrowing ar- 
rangements. The character and scope of the association’s purchase 
and sales functions are maintained within the basic form contem- 
plated by the existing charter act. 

Lest the new FNMA purchase option plan be mistakenly confused 
with transactions which are commonly referred to as mortgage ware- 
housing, I should point out that there are substantial differences. 
All mortgages acquired by FNMA—including those covered by pur- 
chase option contracts—are purchased outright, taken into the port- 
folio, and managed as a completely owned asset. Under FNMA’s 
usual operating methods, the mortgages sold to FNMA have been 
made available for purchase by any investor, including the organi- 
zation that sold them to FNMA. The new purchase option plan 
merely permits the selling organization, for a fee, to obtain a pur- 
chase option contract under which for a 9-month period the mort- 
gages are earmarked and the selling price is fixed. The holder of 
the purchase option has no obligation of any kind. 

A few words about the FNMA common-stock subscription require- 
ment may be in order at this point. The present 3-percent rate of 
the common-stock subscription requirement appears generally to be 
regarded, and is frequently cited, as constituting an unduly restrictive 
deterrent on the use of FNMA’s facilities. Many mortgage sellers 
are not in a position to invest such a large portion of their funds in 
FNMA stock and hence, for all practical purposes, are unable to 
avail themselves of the degree of liquidity which the FNMA sec- 
ondary market operations were designed to furnish. 

The Charter Act intends generally that the association should 
conduct its secondary market operations in such a manner as to 
provide reasonable end effective financial assistance to the distribu- 
tion of investment capital available for home-mortgage financing 
under varying economic conditions. Presumably, the establishment 
of a relatively high rate of common-stock subscription was intended 
and expected to accelerate the retirement of the preferred stock and 
minimize delays in transferring the secondary market operations to 
private ownership. 

It may be claimed that a reduction in the rate of the common- 
stock subscription would postpone the ultimate retirement of the 
preferred stock. In proper circumstances, however, I believe that 
some reduction in the rate of the common-stock requirement would 
result in an increase in the secondary market operations of the asso- 
ciation of sufficient proportion that the total of stock subscriptions 
would be larger than if the subscription were retained at the present 
higher rate. It will be recalled that a proposal to decrease the rate 
of the stock subscription from 3 to 2 percent of the unpaid amount of 
the mortgages sold to FNMA passed the Senate (S. 2126) on June 7, 
1955, but was subsequently dropped by the Conference Committee. 

I believe such a reduction at this time would also tend to strengthen 
the general mortgage market by furnishing mortgage sellers a broader 
base upon which to do business with the association. 
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The Charter Act contains a provision which limits purchases to 
mortgages that do not exceed $15,000 for each family residence or 
dwelling unit. Questions have been raised as to whether the purposes 
of the secondary market operations might not be better accomplished 
if this restriction were removed, in which case the ceiling governing 
the insuring or guaranteeing agencies of the Government would 
control. 

The present limitation appears to be inconsistent with the objective 
that the secondary market operations should be conducted in the same 
manner and in much the same way as a private enterprise organiza- 
tion conducting a similar type of business, having in mind that the 
primary sources of funds used in the secondary market. operations 
are corporate debentures sold to private investors and the proceeds 
of common-stock subscriptions. 

While it is true that the mortgages thus far purchased by the 
association in its secondary market operations have averaged a little 
less than $10,000 we believe that removal of the restrictions from the 
FNMA charter would serve to encourage transactions involving hous- 
ing in higher cost areas, and particularly with respect to dwellings 
having three or more bedrooms for larger families. 

At the present time, mortgage originators in some of our larger 
cities and in other higher cost areas are precluded from using FNMA 
as a source of liquidity because of the $15,000 ceiling. 

Such a modification in FNMA’s purchasing requirements would 
not only give sellers a wider area in which to operate by providing 
an added outlet for the larger mortgages, but would also enable the 
association to acquire a portfolio which would be more diversified 
in character, 

From the association’s standpoint the possibilities of resale of 
its mortgages would be enhanced and the prospects of interesting 
private capital in the operations would be improved. The resulting 
increased rate at which the portfolio could revolve would accelerate 
the transition from government operation to private operation. 

For the reasons I have stated, the Congress may desire to give con- 
sideration to eliminating the $15,000 limitation applicable to mort- 
gages purchased by FNMA in the secondary market operations. 

The FNMA secondary market operations are, in our opinion, well 
conceived and have done a good job toward accomplishing their char- 
ter purposes. It is also our view that the secondary market operations 
have served, particularly during the more recent months just past, 
to alleviate the tightness of the general secondary mortgage market. 

Frrthermore, there is ample reason to believe that the operations 
will be used to an increasing extent as the nature of the service becomes 
better known, with progressively greater favorable effect on the 
general secondary mortgage market. 

Mr. Chairman, at this point I shall be glad to answer any questions 
relating to FNMA’s secondary market operations. 

Mr. Rains. Mr. Baughman, for a few preliminary questions for the 
record. how long have you been in charge of the Fannie May operation ? 

Mr. BavcuMan. Since September 7, 1950, at the time it was trans- 
ferred from the RFC to the Housing and Home Finance Agency. 

Mr. Rains. What was your prior business experience / 


68692—56—pt. 5-2 
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Mr. Bavcuman. I was with the Home Owners Loan Corporation 
for 17 years and prior to that I was in the real estate and savings and 
loan business. 

Mr. Rains. In other words, part of your background has been in the 
mortgage business / 

Mr. Baveuman. That is true. 

Mr. Rarns. There are two or three things which we hear complaints 
about—we hear many complaints, that 1s our business—but one of 
them is the complaint always that Fannie May follows the market 
instead of supporting the market. 

Is it still your philosophy that the Federal National Mortgage As- 
sociation should follow the mortgage market with the idea of making 
a profit for the Government, or should it be a support to the faltering 
mortgage market in times of stress in the mortgage field? 

Mr. Baveuman. I would like to say this: Bearing in mind that we 
have to establish credit in order to get our money through the deben- 
tures, we have to conduct this more or less on a sensible businesslike 
basis in order to satisfy these people who are going to buy our de- 
bentures. 

I don’t think that it is the function of our secondary market opera- 
tions to support or carry the market so to speak in the general market 
for mortgages. I think we should purchase mortgages within price 
ranges as we have suggested and stay there. 

I don’t think we should ever get above the price ranges. 

Mr. Corr. Mr. Rains, may Tadd this comment. Your question pos- 
sibly divides itself into two components. By that I mean we think 
that within the law, within the congressional intent and the legisla- 
tive history, Fannie May was set up as a secondary market facility, 
this “Secondary Market Operations” section of Fannie May was set 
up as a secondary market facility. 

We think that without question the policies pursued by Fannie 
May are the policies designed by Congress and by the law. 

Mr. Ratns. We agree with that. 

Mr. Coir. Now, if your question goes to the question of whether or 
not the law should be changed then we have another problem. 

Mr. Ratns. That is where my question goes and I want to know if 
you think in order to meet the real need in the mortgage market the 
law should be changed to where you would have authority and direc- 
tion for that matter to support the market in times of stress and strain 
on the market. 

Mr. Corr. I think Mr. Rains, that that is the kind of question I 
should answer rather than Mr. Baughman, because it is a policy ques- 
tion which would involve the policy of the executive branch of the 
(,overnment. 

Mr. Rarns. All right, Mr. Cole. 

Mr. Cote. Our answer is no, we don’t think that it should be changed. 
We think that the secondary market facility provides a certain amount 
of liquidity in the mortgage market and also provides an opportunity 
for people who are unable to find a market for their mortgages, a 
facility where they can sell their mortgages. Secondly in our judg- 
ment it is set up in such a way that it will be not competitive with the 
primary mortgage market, not competitive with the savings of the 
people that are invested in life-insurance policies, in savings and loan 
institutions, in banks, and other lending facilities. 
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We believe that this secondary market facility provides an oppor- 
tunity for private investors to provide money for homes. We think, 
conversely, if we went into a different type of operation or if we 
would recommend a different type of operation, the only other avail- 
able method would be direct Government loans. 

Now, our judgment is that the mortgage market can be handled 
through this present type of operation; that direct Government loans 
and all of the implications involved in the problem of direct Govern- 
ment Joans, taxes, Government debt, Government interference with 
private enterprise, and so forth, all of the implications involved offset 
any possible advantages obtained by the Government entering into a 
support program, a subsidized program. 

Mr. Rarns. Well, Mr. Cole, except in extreme instances I wouldn’t 
support and certainly wouldn’t recommend a direct-loan program. 
However, I can’t keep from getting into my mind these two facts. 
The first is, I know and you know that the money market itself 
is controlled by the action of the Federal Reserve Board. I also know 
that a certain phase of mortgage credit is controlled by the Home 
Loan Bank Board and when I look at the picture with the Federal 
Reserve controlling the money, not direct loans either, the Home Loan 
Bank Board controlling the loans to building and loan associations and 
each of them doing about one-third of the mortgage business in this 
country, and then I see the other third hanging out with ragged edges, 
discounts of all sorts, depressions, and peaks, ups and downs, I wonder 
if that phase of the mortgage market shouldn’t have some sort of 
Government support. 

Mr. Corr. Well, Mr. Rains, I said sometime ago that I am not as 
conservative as some people think I am and [ am not as liberal as some 
people might think I am; otherwise, I would not be supporting 
FNMA, if I were so conservative that I did not believe Government 
had some responsibilities in this area. 

I think that Government does have some responsibility in this area. 
I think that the Government, however, has a responsibility because, 
as you mentioned, the Government does have, through the Federal 
Reserve system, through the Treasury, through the Home Loan Bank 
system, and other facilities in the Government, including Fannie May, 
certain impacts on the economy of the country, the supply of money, 
and the availability of money to the people. 

Mr. Rains. There is no doubt about it. 

Mr. Cote. Therefore, it is my judgment that we must recognize this 
as a realistic situation and that neither Congress nor the executive 
branch in my opinion will move to abolish these facilities. 

Mr. Rarns. Not at all. 

Mr. Core. This will not happen. Therefore, we do have a re- 
sponsibility in the Government to do something about helping people 
to get their homes and their mortgages for their homes. 

Now, we have in Fannie May an authority which I want to refer to, 
which is section 301 (c) of the Federal National Mortgage Associa- 
tion Charter—it is 301 (b) (2). 

This is under the special assistance section, and we would normally 
come to it later. Mr. Baughman refers to it in his statement but I 
want to refer to it now. It provides special assistance to home mort- 
gages generally as a means of retarding generally or stopping a 
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decline in lending generally and home-building activities which 
threatens the stability of a high level of national economy. 

This authority is provided to be used by and through the direction 
of the President. 

Now, we think that within the Fannie May operations, Mr. Rains, 
are all of the tools that are necessary to be used in the event that the 
Government feels that such tools should be used. 

We think it is a well-rounded program. We think it is primarily 
set up—and I must be very ant with you—primarily set up with 
the idea that the savings of the people should be used in this field. 

I invest in a savings and loan and I expect some interest or dividends 
to be paid tome. Now, if I make a dollar, maybe I want to put it in 
a bank or a savings bank. We think it is good that the people be 
encouraged to put their money in savings associations and that their 
savings be permitted to be used for this purpose. If we set up Fannie 
May in such a way that it is competitive, and I am using the word 
advisedly, competitive with the savings of the people, these savings 
of the peopie will be withdrawn from the mortgage market and, there- 
fore, they will be then used in other fields. The final result will be, 
at least in my judgment, the Government going into a direct-loan 
program in such a volume and capacity that it will be a tremendous 
impact upon the Government debt and the taxes of the people. 

Mr. Apponizio. Mr. Cole, doesn’t the special-assistance fund have 
a total of $300 million ? 

Mr. Coxe. Authorized ? 

Mr. Apponizro. Yes. 

Mr. Cortz. Would you have Mr. Baughman answer that? 

Mr. Baveuman. The authorization given the President so far has 
been $200 million for the purchase of whole mortgages and $100 
million for the purchase of 20 percent participations in mortgages. 

Mr. Apponizio. And al. of those funds are already committed ; 
aren't they ? 

Mr. Bavcuman. No; he has already authorized us to use $160 mil- 
lion of the $200 million, and $50 million of the $100 million, for special] 
programs. 

Mr. McDonovucu. Mr. Chairman ? 

Mr. Rains. Mr. McDonough ? 

Mr. McDonoven. Mr. Cole, in reference to the statement you just 
made, how would Fannie May be competitive with these other institu- 
tions ¢ 

Mr. Cote. How would it be? 

Mr. McDonoven. How would it be competitive when they are not 
buying these mortgages or if they buy them they buy them at a great 
discount. In other words, it becomes competitive only when they are 
able to buy them at a big discount. 

Mr. Coir. We don’t think it is competitive at present in the sense 
that you are talking about. 

In my colloquy with the chairman, I was pointing out that we don’t 
think it should be competitive in that sense. 

Mr. McDonovuc6u. Well, I agree that it should not be. But how 
could it be if these mortgages had no other market to go to? They 
have no place else to go to get cash for the mortgage except Fannie 
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Mr. Corr. That is the purpose of the secondary market facility, to 
provide liquidity and to provide a home for mortgages which home 
can’t be found any place else. 

Mr. McDonovexr. So you say these lending institutions, savings 
and loan institutions, banks, and other places have to have a place for 
their funds for investment, but they are not seeking this market for 
investment, and therefore, I can’t see that you would feel that it would 
be competitive with the financial market. 

Mr. Corg. I think, Mr. McDonough, what I was saying is that it 
could be if the price which Fannie May sets—the price which Fannie 
May sets to buy its mortgages, is competitive and at the same, or 
higher price, then it certainly would be. 

Mr. Ratns. What you are saying then is that Fannie May actually 
just runs a fire sale, that it is not really in the business of providing 
money in a mortgage market but only takes up the distressed situation. 

That is the philosophy that I am trying to get at. Does the Con- 
gress actually want it just to be a dumping ground or do we want it to 
provide a real aid and assistance, for instance, to remote areas, and Mr. 
Baughman mentioned that situation, that more money is available 
around financial centers and so forth and the price is set as a result 
of that, whereas throughout the Nation you know well that they are 
paying 6, 7, and 8 percent discount. 

Now, when I see that happening to the people whose savings we are 
talking about, I see a lot of them going into something that Fannie 
May might help to prevent. 

Is there any reason to expect Fannie May to continue only to follow 
along after the market, and to provide a dumping ground for mort- 
gages that can’t go anyplace else? 

Mr. Corr. Well, Mr. Rains, I would not use the term “dumping 
ground” or “fire sale.” 

Mr. Rats. Well, that is my term. We try to find some way to 
write the act, and we want to see if you will go along with us on a 
stronger situation. 

Mr. Core. It is very easy to go along with a stronger situation or a 
weaker situation, but the problem is to meet the issue squarely. I 
think that you will meet the issue squarely, as we attempt to meet the 
issue squarely. 

That issue solely is, and I think before you can come to any conelu- 
sion you must meet this—that issue solely is, in my judgment, do we 
want to enter into the primary mortgage market through Fannie 
May operations. 

The Congress can answer that. yes, or no. 

Mr. Ratns. I asked one question, if I may interrupt you there. 
Does the Home Loan Bank Board, with its operations with the build- 
ing and loan associations which let out one-third of our mortgages, 
is the Home Loan Bank Board in competition with the building and 
loan associations ¢ 

Mr. Corr. No; I would say not. 

Mr. Rarns. I don’t think so either. 

Mr. Coir. No; they assist the savings and loan associations. 

Mr. Ratns. The Home Loan Bank Board doesn’t make any direct 
loans, it is true. But it is not the amount of loans that Fannie May 
makes, it is the stabilization of the market that I would like to see in 
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this country of that third of the mortgage business outside any Gov- 
ernment assistance at all so that they could have some kind of 
stability. 

Mr. Core. Well, this is the purpose of Fannie May. The sec- 
ondary market facility is to be the gyroscope that assists to prevent 
the mortgage market from becoming unbalanced. __ 

Mr. Ratns. Through no fault of the administration—I want you 
to understand that—I think you are carrying it out exactly as the 
Congress says, I want to preface my remark with that, but I don't 
think Fannie May is doing a very good job—I am talking about the 
law itself—of stabilizing a 1 market that is bounci ing up and down and 
taking serious discounts. That is the reason I ask these questions, to 
see if we could provide some change in it that might be level. 

Mr. Coz. Well, Mr. Rains, I hope you will ‘arefully, and I know 
you will, because I recognize your great : 
fully study the purposes and the operation of Fannie May to ter- 
mine what you should recommend as a committee. 

Now, I don’t think that you and I as I understand your conversa- 
tion this morning, are very far apart in our announced philosophy. 

Mr. Rains. That is true, 

Mr. Cote. The question is whether or not we are carrying out the 
operations suggested here, or whether or not the operation is the 
proper policy 

Mr. Rarns. I would like to ask Mr. Baughman one other question 
there. You mentioned selling your debentures to private investors. 
Are those Government guaranteed debentures / 

Mr. BavGuman. They are not. 

Mr. Ratns. He buys them on the open market with what kind of 
assurance ? 

Mr. Bavenman. Well, he has the assets of the secondary market 
operations behind the debentures. The assets are made up of mort- 
gages, insured and guaranteed mortgages. 

Mr. Ratys. The assets back of the de bentures is the mortgages that 
you have in your portfolio, and they are guaranteed mortgages, either 
GI or FHA; is that right? 

Mr. BaveuMan. That is right. 

Mr. Ratns. So in reality he doesn’t take a very great risk. In the 
President’s economic report, I note that he goes along with one rec- 
ommendation which you make in which he says that the stock pur- 
chase requirement be set at 1 percent on the basis of condition of 
the housing market, and the economy generally, and at present, it is 
3 percent as provided by law; is that correct 

Mr. Bavcuman. Three percent by law, at the present time, yes. 

Mr. Coir. May I not permit that to pass if I can clarify it, Mr. 
Rains? 

Mr. Rarns. All right. 

Mr. Appontz10. May I just interrupt to state that in the statement 
that Mr. Baughman made he, in effect, recommended 2 percent, didn’t 
he? 

Mr. Corr. I was going to clarify it, Mr. Addonizio. We have no 
present intention to ; go to 1 percent, if this recommendation is made 
and Congress would accept it. 
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Mr. Apponizio. Then would you recommend that we put it specifi- 
‘ally in the law to make it 2 percent ? 

Mr. Coie. We haven’t submitted our legislation yet, Mr. Addonizio. 
Mr. Baughman says that he thinks 2 percent is a good figure. I won- 
der if you would let us off on that for the present. 

Mr. Apponizio. Well, it is all right with me; I will let you off on 
that, Al, but I think the committee would like to know just what you 
are thinking. 

Mr. Cote. W ell, I think Mr. Baughman has indicated quite well. 
T haven’t formal clearance from the Bureau of the Budget to make 
an announcement about our legislative proposal but I think you will 

ecall when I testified on the Fannie May secondary market facility 
originally this was one of the few cases where I said I didn’t have a 
fixed opinion where Congress should put it, either at 2 or 3 percent. 

At that time, we were quite concerned about the proper figure. Now, 
I think that 3 percent is possibly a little high. 

Mr. Apponizio. But if we put into effect the language that the 
President’s economic report recommended, then you could go to any 
figure actually, couldn’t you, anything above 1 percent ? 

Mr. Cote. Not lower than 1, and no limit on the ceiling. 

Mr. Rarns. Well 

Mr. Core. I am reminded that we can go higher now. 

Mr. Rains. If the President’s recommendations were in today where 
would you set it, would it be three / 

Mr. Coie. Our guess is that it would not be three. 

Mr. Rarns. Now, getting back to this, as I get your statement 
awhile ago, you wouldn't be for this so-called—on ‘this change of 

“annie May that the home builders throughout the country talk 
about, in which they want some kind of central market for these 
mortg: ges outside. 

Mr. Corr. Mr. Rains, the establishment of a central mortgage bank 
is in my judgment a subject of its own and very complex with a lot 
of problems involved. 

am not in a position to say I oppose it. I am certainly not in a 
position to say I would approve it. Setting up a separate and differ- 
ent individual banking system in addition to those that we now have 
involves a tremendous amount of complexities. I think I should 
answer it a little more flatly. As of now, I would oppose it, and do 
oppose it. 

Mr. Ratns. I have to interrupt this. I see I have a distinguished 
visitor, the Republican national committeeman from Alabama. Take 
over, Mr. Addonizio. 

Mr. Apponizio (presiding). I have just one other question, and that 
is on page 8 of your statement where you refer to this new purchase 
option plan. Iwas wondering whether you had any reaction yet on 
that. 

Mr. Bavauman. We have had considerable inquiries throughout the 
country on this particular plan. Of course, it takes time to actually 
consummate one of the transactions, but we have had quite a little 
interest in it. 

Mr. Apponiz1o. I just want to say that I think it is a splendid idea 
and it certainly should help the mortgage market. 

Mr. Wipwatt. What is the difference bet ween applications coming 
into Fannie May as related to last year ? 
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Is there a marked difference ? 

Mr. Bavenman. There isn’t a marked difference. However, it has 
started to level otf. October was our high month. November was 
about the same. December was slightly less, a very small difference. 
January was slightly less, and I think this month will be slightly less. 
[ would say that the mortgage market is improving. 

Mr. Wipnati. Well, do you think that that is in any way related to 
interest rates or premiums or is it because in certain areas of the 
country a saturation point has been reached. 

Mr. Baveuman. My own opinion is that the volume of financing 
during the past year as you know was very heavy, something like $28 
billion, over $23 billion the previous year which absorbed, of course, 
a lot of the investment capital. I think a lot of those mortgages are 
being absorbed now, the surplus that was in existence. 

Some of these mortgages were warehoused, and, of course, construc- 
tion is down slightly too, and I think under the circumstances that 
that is the cause for easing of the mortgage market at the present 
time. 

Mr. Wipnatt. Mr. Cole, I am delighted to see you here and to have 
you have the opportunity to testify and I hope you are going to submit 
your own recommendations and your own reaction to the reports that 
have been made by this committee up to now. 

Mr. Corr. Thank you. I think that calls for a comment from me, 
Mr. Chairman. 

Mr. Rarns (presiding). Well, we are glad to have your comment. 

Mr. Corr. I have great respect for this committee as you all know, 
and for the Chairman’s ability and his apparent, absolute fairness. 
Everybody knows that. 

I must say, however, that I am a little surprised that the reports 
came out on other matters of this committee without permitting us to 
have an opportunity to be heard on them. 

Mr. Chairman, the reports which you have heretofore presented to 
the Congress were on matters which involved policy and procedure, 
which were set here by me, and by the Commissioner of FHA and the 
Commissioner of Urban Renewal, and many other matters, and Iam a 
little concerned that these reports were issued without hearing us. 

Mr. Rarns. Well, you must remember, Mr. Cole, that these reports 
are issued by this committee to the Banking and Currency Committee. 

Mr. Corr. I realize that. 

Mr. Rarns. And that they have not been adopted by the Banking 
and Currency Committee. “And I am sure you will have all the op- 
portunity in the world once the reports come up. Our job is to give the 
facts as we find them to the parent committee. That is as far as we 
go with them. The reports of course I am sure will be the subject of 
heari ings before the Banking and Currency Committee. 

Mr. Appontzto. I just want to say, Al, that I think we heard people 
from the Housing and Home Finance Agency and from your different 
agencies throughout the country. 

“Mr. Core. I don’t want to belabor it, nor do I want to be in a posi- 
tion of unnecessary concern, except, and this I must say very flatly, 
that the reports had to do with policies and procedures that were deter- 
mined by me, by Mr. Mason, Mr. Follin, and the staff here in Wash- 
ington, that had nothing whatever to do with the people out in the 
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field. They were, of course, critical. Some of it may have been justi- 
fied. Some of it may not have been justified. Those people were never 
salled, Mr. Addonizio, to get the other side of the story, and I am con- 
cerned about it. 

Mr. Rats. Well, I think that you are anticipating the committee. 
You must remember that we just got $75,000 yesterday to proceed, 
and I am quite sure that you are going to get all of the opportunity 
you desire to be heard. 1 don’t mind telling you that the attitude of 
the committee and my feeling was, the way the resolution was set up, 
that we should go out into the field for the Banking and Currency 
Committee, and find everything wrong we could with the administra- 
tion, wrong with the law, wrong with the setup. I think that is our 
job. Then we should come back here, and call you in and invite you 
to attend and ask you the facts. 

So we are not through. 

Mr. Core. I am glad to get it clarified. 

Mr. Rains. Finally, it goes to the Banking and Currency Commit- 
tee, and you will be called in again. I would think that you would be 
ralled on to testify at least twice on not only the recommendations 
but all of the other suggestions. We wouldn't want to foreclose you, 
Mr. Cole, because we have too much admiration for you both as an 
administrator, and as our former colleague. 

Mr. Corr. I understand your problem very well. 

Mr. Rarxs. Well, getting back to Fannie May a little: tomorrow I 
assume the home builders are going to recommend that we have a face- 
lifting on Fannie May and that we go into the central mortgage bank, 
call it what you will, I don’t know what the name would be, and that 
we use the Fannie May legislation as a vehicle with which to achieve 
it. I don’t want to anticipate you again. But that is what I expect 
tomorrow. So we would like to know more of what you think as toa 
change in the act to provide something similar to the Home Loan Bank 
Board, in its relation to the builders, and the building and loan associa- 
tions. 

Mr. Cote. I appreciate that, Mr. Chairman. We have a short 2-page 
statement on that which I think Mr. Baughman should read. 

Mr. Ratns. All right, we will be glad to have him do that. 

Mr. Baveuman. There have been a number of proposals to supple- 
ment the secondary market operations of the association so as to 
permit the conduct of lending activities that are customarily per- 
formed by commercial banks. 

The term “rediscount,” whether or not correct, has sometimes been 
used in that connection. Although various proposals have differed 
somewhat in detail, they have in common the principle that FNMA 
shall lend funds for operating or other purposes of borrowers in an 
amount equal to some certain percentage, possibly as low as 90 percent 
of the unpaid principal balances of the residential mortgages or of 
FNMA/’s purchase price thereof, that are hypothecated to FNMA 
as collateral for the loans. 

All of these plans appear to contemplate that the participating 
organizations will use FNMA’s Secondary Market Operations as a 
“central mortgage bank,” with only a minimum requirement, if any, 
that borrowers purchase or own the Association’s common stock. In 
general, upon repayment of loans, FNMA would be obligated to 
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redeem the outstanding stock, except a token amount in some instances. 

This proposed type of FNMA operation would function as a central 
mortgage banking facility for the benefit of mortgage bankers, brokers, 
and other segments of the housing industry, in much the same man- 
ner as the Federal home-loan banks now operate for the benefit of 
savings and loan associations and other member institutions, and 
the Federal Reserve System operates for commercial banks. The 
Association would, if such a proposal were adopted, be required to 
engage in a type of operation which historically and customarily is 
a function of the commercial banking system. The added function 
would require the Association to assume the responsibility for and 
the burden of securing and making available to borrowing organiza- 
tions funds which they could not readily secure elsewhere on as good 
or more adavntageous terms. The Association would be obliged to 
conduct the proposed banking activity through the sale of debentures 
to commercial banks and other private investors and hence the supply 
and cost of such funds would be subject to the uncertainties and 
fluctuations of the money market. 

The extent to which such a function could be conducted success- 
fully would depend upon FNMA’s ability to secure funds at reason- 
able cost and also upon an unpredictable degree of cooperation or 
opposition by the commercial banking system in general in helping 
to finance the activities of an organization designed to conduct a 
competitive type of operation. 

It would be necessary to establish workable interest rates. In order 
to begin and sustain operations on a successful basis, particularly in 
the initial stages, the Association’s functions as a lender would prob- 
ably have to be supported to a substantial degree by funds or backing 
supplied by the United States Treasury. In view of the general 
secondary market assistance now being provided by the Association 
under its Secondary Market Operations, including the added assist- 
ance that has been made available by supplementing its previous 
purchasing procedure by means of a purchase option plan, we are of 
the opinion that before expanding the Association functions to in- 
clude lending or “rediscounting” activities. that this matter should 
be explored further to determine the necessity for and the feasibility 
of such a plan and further study should be given to the operation of 
such a program. 

Mr. Rains. Now most of the steam generated for that proposal, I 
assume, came about last year when FNMA’s—well, their prices 
were, [ would say, rather artificially low, certainly low. Don’t you 
believe that if Fanny May had approximated the market instead of 
falling behind, as it did, that there would not be any need for that 
mortgage or the request for that central mortgage bank / 

Mr. BaucuMan. Of course, I think some of the things you stated 
are purely a matter of opinion, Mr. Chairman, as to what we did on 
our market. Bear in mind we were only organized on November 1, 
1954. We hada great deal of missionary work, to go out into the field 
and tell people about our facilities, and bear in mind, too, that the 
financial institutions and the builders had already set up their pro- 
grams and they were going pretty well along. In other words, they 
usually set them up 6 to 9 months in advance. At the time we estab- 
lished our prices I would say honestly they may have been a little low. 
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We had to start out on some basis. The prices at which mortgages 
were selling on precommitments may have been rather high. The 
prices we based our schedule on I think were spot sales where mort- 
gage sellers had no outlets, and 1 think that gave us justification for 
the figures that we set. Now, as we went along these prices on mort- 
gages became, I would say, a little more accurate and available from 
more sources—bear in mind this searching out of the market prices 
for the mortgages has been difficult—we have attempted to do some- 
thing that has been very difficult. 

Mr. Ratns. Well, since December 1954, have you changed ? 

Mr. BavuegHMan. We haven’t changed our prices since November 
1954. 

Mr. Rarns. That is what makes me think you don’t adequately re- 
flect it, and that is what also makes me feel we are about to get into a 
jam with a request for a very rash change in our present setup, unless 
we can get closer to the aos Ang and that is the point I am making. 

Mr. BaucHMaN. I want to assure you, Mr. Chairman, that is our 
job and that is what we are trying to do, and it has been a difficult 
job. I just want to say this: If we were rather low in the beginning, 
we were judging it from the information we had. As we went along, 
the market in the summer got a little bit worse. On the other hand, 
we didn’t drop our prices at that time, either. We stayed right with 
it and we carried it through, and in line with what you were talking 
with Mr. Cole about, I want to say this at this time: I think that 
FNMA at that time did a very wonderful job through the secondary 
market operations in prevening it from going any lower. 

I think that we did do the job we were supposed to do. We pro- 
vided a degree of liquidity for those mortgages that had no outlet 
and firmed the market up and you will find that is the turning point 
in the market. The market is getting better and we are watching it 
very closely, and at such times as we feel our prices should be changed, 
you may rest assured that we are going to do it. 

We have been looking into it and it is surprising how it has devel- 
oped in the past month or so. 

Mr. Apponiz10. In effect, you are telling us that the old saying, 
“Two wrongs don’t make a right” is true. 

Mr. BavcHMan, Well we are trying to do what is right. 

Mr. Coreg. I think that is right. I think your point is correct. 

Mr. Baucuman. I want tosay one other thing, Mr. Chairman, while 
we are on this subject. Here is an organization that has only been in 
existence a year, and bear in mind the first 6 months of our operation 
required a lot of development work and training of the people. I 
think we have done wonderfully well. We have had 900 people sign 
selling agreements with the association in that period of time. Up to 
the present time there are 286 people that have used this facility 
and it is growing and they are becoming used to it. 


Now with some of the changes that we suggest in here—and we 





should from time to time come to the Congress with things that are 
going to improve the situation—I think we have done a wonderful 
job in the last year. Last fall we purchased a lot of mortgages. We 
took off all of that surplus and I think that we will continue to do a 
good job in the future. What I want to impress upon you, if I can, 
is that we were small. We were new. 
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If we ever get to some size whereby we have more money and more 
ability to place our mortgages and sell them and turn this portfolio 
over, in time of distress, we will be of much more assistance than we 
were this time. So being an infant, you have got to let it grow and 
let it crawl, but it has great potentialities, and I think basically it 
accomplished its purpose and it can accomplish its purpose in the 
future. 

Mr. Rains. That is a very good statement. Let’s let him go along 
and finish the rest of his written statement. Do you have any ques- 
tions right there, or do you want to let him finish ¢ 

Mr. McDonoucu. What percentage of the Fannie May purchase 
of mortgages are GI loans? 

Mr. Bavueuman. They are running about 3 to 1, 3 GI to every 1 
FHA. 

Mr. McDonoven. Are you familiar with the legislation now pend- 
ing before the Veterans’ Affairs Committee to authorize 20 percent of 
the national life insurance fund for the purchase of GI mortgages? 

Mr. BauguMan. I am not familiar with it. I have heard about it; 
that is all. 

Mr. McDonouen. That would take a lot of the present obligation 
of Fannie May out of the picture, wouldn't it, if that passed ¢ 

Mr. Bavenman. Well, it depends upon the volume of mortgages to 
be originated at any future time as to whether that would be an 
assist or whether it would take off any surplus, but it would cer- 
tainly help. Every time you get additional money into the mortgage 
market, whether through regular sources or pension funds, which 
are just being explored now—any additional funds that come into 
the mortgage market are helpful, but I am not familiar with the 
merits of the legislation as to overall policy. 

Mr. McDonovexu. About how much longed do you think it will take 
to liquidate Fannie May and put it on a private-ownership basis at 
the rate you are going? 

Mr. Baveuman. I beg your pardon ? 

Mr. McDonoven. How much longer will it take to liquidate Fannie 
May and put it on a private-ownership basis at the rate that you are 
going? 

Mr. BaucuMan. Well, liquidating FNMA is one thing, that is the 
management and liquidating function. I don’t know how long that 
will take. That depends upon the condition of the market. As far 
as the secondary market operations are concerned, which are develop- 
ing and growing, my best estimate with changes that are necessary to 
improve the operations would be somewhere between 714 to 10 years. 

Mr. Ratys. You mean at the present rate / 

Mr. Bavenman. Well, I took into consideration any improvements 
that we make in the operation, Mr. Chairman. 

Mr. Rartns. Any other questions / 

(No response. ) 

Mr. Rarys. If not, you may proceed with your statement, Mr. 
Baughman. 

Mr. BaveumaNn, Thank you. 

Special Assistance Functions: The Association’s Special Assistance 
Functions, which are wholly financed by the Government, make pro- 
visions for financial assistance for selected types of programs of hous- 
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ing, an activity in which FNMA has participated rather extensively 
in recent years, particularly since midyear 1951. Provision is also 
made for special assistance through the purchase of home mortgages 
generally as a means of retarding or stopping a decline in mortgage 
lending and home-building activities which threatens the stability of 
a high-level national economy. 

The authority contained in the charter act for the Association to 
conduct its Special Assistance Functions permits a modified continua- 
tion of certain types of specific activities that were initiated and con- 
ducted by FNMA between July 1951 and August 1954, prior to the 
approval of the Charter Act. For example, the Association, during 
that period, assisted in the financing of programs that were designed to 
provide housing for (a) defense and military personnel in designated 
critical defense-housing areas and at certain military installations, 
(b) families that were victims of major disasters, (¢) Alaska, and (d) 
cooperative groups. Those earlier activities were in a sense support 
programs rather than special-assistance activities, because in connec- 
tion therewith FNMA paid par (100) prices for the mortgages on a 
uniform national basis. It is generally agreed, I think, that the mort- 
gages would not have sold for par prices in the general secondary 
market. 

From many quarters FNMA has been rather severely criticized for 
its former purchase-price policies in respect to those support programs, 
as I think you will remember. Apparently the Congress, also, con- 
cluded that support programs were not feasible because of the exces- 
sive amounts of Treasury funds required. It should be noted that the 
present charter act, in describing the purposes and the activities of 
the Special Assistance Functions, avoids any indication that individual 
special-assistance programs are to constitute support. Indeed, the 
implications of the term “special assistance” suggest some less extreme 
action. 

To effectuate the objectives of the Special Assistance Functions, the 
President of the United States is empowered to authorize the Associa- 
tion to make commitments to purchase and to purchase prescribed 
types, classes, or categories of home mortgages, including participa- 
tions therein. The total amount of such purchases and commitments 
outstanding at any one time may not exceed $200 million for whole 
mortgages and may not exceed $100 million for 20 percent participa- 
tions in mortgages. 

In addition to the foregoing, the Association has direct authority 
from the Congress which provides for (@) commitments that do not 
exceed $50 million outstanding at any one time, for FH{A-insured 
section 213 cooperative-housing mortgages, but not more than S5 
million of such authorization is available for such commitments in 
any one State; and (4) purchases and commitments that do not exceed 
$200 million outstanding at any one time, for FHA-insured section 
803 armed services housing mortgages. 

The relatively limited amount of the provision made for the Special 
Assistance Functions—when contrasted to the $3,650 million provi- 
sion made for the former support type of activity—has been taken 
as an indication of congressional intent that the Special Assistance 
Functions are to be conducted so as to provide reasonable prospects 
that mortgages purchased by FNMA will be salable to private invest- 
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ors without loss to the Government and that the purchasing authori- 
zation will revolve to the extent possible. 

Thus far, the President has authorized FNMA to employ $160 
million for purchases and commitments to purchase whole mortgages, 
and $50 million for 20 percent participations, covering (1) housing 
intended primarily for victims of major disasters, such as hurricanes 
and floods, (2) housing i in Guam, (3) housing constructed or rehabili- 
tated under urban renewal programs, (4) housing in Alaska, and (5) 
housing in connection with defense and military programs. 

In order to permit the use of FNMA/’s $50 million for 20 percent 
participations it will be necessary that $200 million of private funds 
for 80 percent participations be furnished by private investors. The 
total of $210 million of FNMA funds plus $200 million of private 
funds—$410 million—if employed to the maximum extent authorized 
by the President, would constitute “special assistance” with respect 
to mortgages in the 5 named categories, as follows: 


Million 
Housing for victims of major disasters_________________-__________- tt £20 
Biowgi ie eben 5 ls So ia es ce eee ci 4 epic pewtclehcu 15 
Housing constructed or rehabilitated under urban-renewal progt fams_..._ 30 
et ge ge "ee ee ees tee OS i Ses Sees Pe tate aeons 10 
Housing in connection with defense or military programs___—_~ Saas 25 


It is recognized that the FNMA special assistance ROSATO have a 
definite purpose in the Government’s overall housing program. We 
believe, however, that these functions are intended to ‘supplement, but 
should not suppl: unt, the activities of private mortgagees in the financ- 
ing of housing intended to be assisted by the seve al FNMA special 
assistance programs. In order to avoid undue Government-financed 
competition with private enterprise, the Association believes that 
these special assistance functions should be utilized only to the extent 
that the activities of private lending institutions may not suffice. 

The Association’s purchase prices and purchasing requirements, 
therefore, become a vital factor in determining the extent to which 
Government-supplied funds, as contrasted with private capital, will 
be needed for these undertakings. If the association’s pricing and 
other purchasing criteria were so liberal or so attractive as to be sub- 
stantially more advantageous to mortgage originators than the terms 
offered by private investors it would follow that virtually all the 
mortgages would be offered to FNMA. The Government would, as a 
consequence, almost certainly be providing financing which private 
enterprise might otherwise be willing to undertake. 

The special assistance functions are confined, so far as practicable, 
to mortgages which are deemed by the association to be of such qual- 
ity as to meet, substantially and generally, the purchase standards 
imposed by private institutional investors but which at the time of 
submission of the mortgages for purchase are not necessarily readily 
acceptable to such investors. 

In connection with these purchases the charter states that FNMA 
shall impose charges or fees for its services with the objective that all 
costs and expenses relating to the special assistance functions will be 
within the income and that the operations will be fully self-supporting. 

Some of the financial organizations interested in the development of 
the voluntary home a 9 ate credit program have indicated their 
desire and willingness to participate in a portion of the financing 
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requirements of the programs approved under FN MA’s special assist- 
ance functions. Any preliminary action by such organizations to pro- 
vide financing for this housing would be largely nullified if FNMA 
were to increase its prices or decrease its fees so that the private- 
enterprise organizations could not reasonably be expected to continue 
to participate. 

Under a procedural arrangement between the association and the 
VHMCP the latter is given an opportunity to determine the extent 
to which it can assist in arranging financing required for specific pro- 
grams before the programs are submitted to the President with rec- 
ommendations for special assistance from FNMA. 

Mr. Rains. Who 1s to determine the standards ? 

Mr. BaucuMan. Let’s put it this way: Suppose somebody applies 
for a special assistance program for some housing program to Mr. 
Cole. This is under the direct authority of the President. In other 
words, the President has to approve anything for any special assistance 
program. They come in, and before we would make a recommendation 
to Mr. Cole, and he, in turn, to the President, he would consult this 
private financing group, and they would say they would take care of 
it and it wouldn’t be necessary for the Government to do it. 

Mr. Ratns. I understand now. I was just confused on it. Go ahead. 

Mr. Baveuman. Also, whenever Fannie May issues a commitment 
under the special assistance functions it apprizes the recipient of the 
contract of the existence of VHMCP and of the fact that the latter 
will accept applications from financing institutions as a means of 
obviating the necessity for FNMA to expend public funds for the 
purchase of mortgages under its special assistance functions. 

The association also requires each applicant for a FNMA commit- 
ment to show at the time of the application that financing was sought 
from, and refused by, at least two financial organizations normally 
engaged in making or acquiring that type of loan. 

Some question may also be raised as to whether it is intended that 
FNMA should give a type of preferential treatment that would permit 
certain classes of home purchasers to obtain financing on terms more 
liberal than other prospective homeowners are able to secure for com- 
parable housing. Provisions against the foregoing possibility have 
seemed to the association to constitute desirable operating policy 
for the special assistance functions, especially in the absence of a stat- 
utory direction that FNMA should use Treasury funds to purchase 
such mortgages at par or at some other specific figure. 

Under its special assistance functions FNMA currently purchases 
whole mortgages at a uniform national price of 98—9914 in respect 
to armed services housing mortgages—and 99 in cases involving 20- 
percent participation in mortgages. 

In some areas of the country the association’s purchase prices are 
higher than the prices being paid by private investors for the same 
or generally comparable types of mortgages. The payment by FNMA 
of uniform national prices under its special assistance functions means, 
too, that mortgage originators in all areas of the country receive 
identical treatment in their selling transactions with the association. 
In these respects, and also by the issuance of commitment contracts 
prior to construction, the association does render “special assistance” 
to the originators of these mortgages. 
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FNMA’s commitments to purchase mortgages at prices of less than, 
but relatively near 100, assure builders and interim financi ing institu- 
tions that they have a firm and attractive outlet for their mortgages. 
It is FNMA’s objective to establish purchase prices that are not so 
high as to exclude private-enterprise organizations as factors in pro- 
viding financing for the programs and that are low enough to encour- 
age sellers to negotiate the sale of the mortgages to organizations other 
than FNMA. 

A compelling reason for the establishment of purchase prices for 
special assistance mortgages with some relationship to general second- 
ary mortgage market prices, and consequently at less than par at the 
present time, is premised on the belief that the association was never 
intended to purch ise mortgages for permanent investment but, on 
the contrary, is expected to sell its mortgage loans and to hold to a 
minimum the Government’s investment in the mortgage portfolio 
of the assocation’s special assistance functions. The entire legislative 
history of the association justifies this belief. The association feels 
that FNMA should under its special assistance functions, purchase 
priate relationship between the two sets of prices. 

In view of all of the circumstances, if it is the desire of the Congress 
that FNMA should under its special assistance functions purchase 
mortgages at some permanently fixed price, the legislation should, in 
our opinion, so indicate. 

It is reported that FNMA’s present $15,000 maximum mortgage 
amount limitation is preventing the financing of needed housing in 
Alaska, Guam, and Hawaii, because of high building costs there. The 
Federal Housing Commissioner has authority to insure mortgages 
covering property in those territories in higher : mounts—up to a0 
percent “higher—than mortgages covering property in the States. 

Until 1954, when the former overall maximum amount limitation 
was increased to $15,000, mortgages covering property in Alaska, 
Guam, or Hawaii, could be offered for FNMA purchase without re- 
gard to a maximum amount limitation. Although we established a 
special assistance program for Guam mortgages in November 1954, 
and for Alaska mortgages in July 1955, the $15,000 maximum amount 
limitation has apparently made these programs of little or no prac- 
tical value. 

Mr. Chairman, in coneluding my statement I should like to invite 
particular attention to a specific provision of the FNMA charter. It 
states that one of FNMA’s purposes is to “provide special assistance 
(when, and to the extent that, the President has determined that it is 
in the public interest) for the financing of home mortgages generally 
asa means of retarding or stopping a decline in mortgage lending and 
home building activities which threatens materially the stability of a 
high level national economy. 

We think that the language I have just. quoted provides a built-in 
procedure, under the special assistance functions, for combating ex- 
cessive decreases in general housing activity. 

If so directed by the president, and if the C ongress had provided a 
sufficient dollar authorization, the association could issue standby 
commitments. Such a standby commitment would obligate FNMA to 
purchase the mortgages at a price appreciably below the market, for 
example, at 90, but would not obligate the originator to deliver the 
mortgages. Subsequently, when the mortgages were ready for deliv- 
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ery, they presumably would be sold for better prices in the general 
secondar y mortgage market to institutional or other private investors 
or even to FNMA under its Secondary Market Operations. There 
would not likely be any appreciable outlay of Government funds. 

The existence of such a standby commitment would permit builders 
to plan longterm operations, and would furnish needed assurance to 
lenders and builders that permanent financing will be available when 
construction is completed, and the mortgages are ready for delivery. 

Mr. Chairman, I shall be glad to answer any questions concerning 
FNMA’s Special Assistance Functions. 

Mr. Rarns. Mr. Baughman, that is a very constructive and inform- 
ative statement. 

Mr. Baucuman. Thank you, sir. 

Mr. Rarns. You make some recommendations with which we 
heartily agree. This recommendation you make on page 18 is one 
that the committee agrees with thoroughly. We think that would be 
a good suggestion. 

We also, I am sure, most of us, I know that I do, believe in the other 
recommendations made in your statement. I want to repeat what I 
said again: That within the framework of the act as it is now, I think 
you have done a good job, and the only point of my questions on all 
of these side issues is to see if we could maybe agree on where we could 
broaden out the language and still keep it within the private enter- 
prise framework and still do a better job of supporting and taking 

care of the mortgage needs of the people. 

I am going to turn the questioning over to my colleagues here in a 
moment, and if after we have finished these hearings—and they are 
set spec ifically as you know on Fannie May—f either you or Mr. Cole 
in the light of the testimony which may develop later—we don’t know 
what it 1 may be—care to extend your remarks in rebuttal of those 
statements, you will have a right to do so in the record. 

Mr. Cotz. Thank you. 

Mr. Rarns. Any questions, Mr. Addonizio? 

Mr. Apponizio. I have one or two questions, Mr. Chairman. On 
page 16, Mr. Baughman, I believe you refer to certain classes. I was 
wondering specifically what you mean by certain classes. 

Mr. Bavcuman. Well, for example 

Mr. Apponizi1o. Do you mean minority groups? 

Mr. Baveuman. No, sir; I would say anybody who is benefitting by 
any of the programs as a srivate individual, unless there is some par- 
ticular reason to benefit those individuals. 

Mr. Apponizio. Then tell me what Fannie May is doing to meet 
the problem of minority groups. 

Mr. Baveuan. As far as Fannie May is concerned, we have never 
discriminated in purchases as to minority groups so there is no prob- 
‘lem there. 

Mr. Apponizio. You don’t believe there is any further legislation 
necessary in that regard then? 

Mr. Baucuman. As far as Fannie May is concerned, we have always 

had that policy. 

Mr. Apponiz1o. You are also familiar with the $50 million cooper- 

ative fund under 213. 
Mr. Bavcuman. Yes, sir. 
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Mr. Apponizio. Isn’t $5 million of that allocated to a specific State? 
Mr. Bavueuman. Yes, $5 million of such authorization. 
Mr. Apponizio. And the $50 million is a revolving fund. Don’t 


you take the position that $5 million is what you can give to a State? 
Mr. BauGuMan. Yes. 


We feel if it is the intention of Congress to have the $5 million 
revolve they should clear it up. 

Mr. Apponizio. Why can’t you do it by an administrative ruling. 

Mr. Cour. I think the answer to that, Mr. Addonizio, is our counsel 
has advised us that it would be against the law to do so. 

Mr. Apponizio. Well, you feel that there has to be a change in the 
law specifically. 

Mr. Coxe. Yes. 

Mr. Apvponiz1o. Well, if the total fund is revolving, isn’t any por- 
tion of it revolving also? 

Mr. Baucguoan. I think the point is that the language doesn’t 
clearly indicate so, Congressman. 

Mr. Apponizio. All right, thank you. 

Mr. Baveuman. We don’t object to whatever they want to do. 
We would like some direction in that regard. 

Mr. Rarys. You would like some clarification on it. 
' Mr. Baueuman. If you would like a statement on our position—— 

Mr. Rains. I will let you put it in the record at this point. 

(The statement is as follows:) 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


‘ STATE LIMITATION OF $5 MILLION ON COOPERATIVE HOUSING MORTGAGES SPECIAL 
ASSISTANCE FUNCTIONS 


The legislation, hereinafter referred to as the “FNMA cooperative housing 
legislation,” is section 1083 of the Housing Amendments of 1955. It reads as 
follows (the reference below to “said act’ means the National Housing Act): 

Sec. 108. Section 305 of said act, as amended, is amended by adding at the 
end thereof the following: 

“(e) Notwithstanding any other provision of this act, the association is au- 
thorized to enter into advance commitment contracts which do not exceed 
$50,000,000 outstanding at any one time, if such commitments relate to mortgages 
with respect to which, the Federal Housing Commissioner shall have issued 
pursuant to section 213 either a commitment to insure or a statement of eligi- 
bility ; but not more than $5,000,000 of such authorization shall be available for 
such commitments in any one State.” 

As to the problem of the $5 million State limitation, I shall refer to the ter- 
minology used in the FNMA cooperative housing legislation itself, before moving 
on to the legislative history and to the considerations coupled with it. All of 
these are involved in the problem. The terminology clearly shows that the $50 
million nationwide commitment amount has the feature of involving, because of 
the relation between the figure and the phrase “outstanding at any one time” 
immediately following it. No phrase comparable to that quoted has proximity to 
the $5 million State figure. Consequently, there arises the problem of whether 
the State commitment amount revolves. 

To resolve the problem, it is necessary to consider pertinent legislative history. 
As a preliminary, however, I shall make reference to Senate Bill No. 2790, intro- 
duced in the Senate on January 5, 1956, covering housing for elderly persons. 
Section 2 (c) of the bill contains a provision affecting FNMA which is proposed 
to be inserted in the association’s charter act under the special assistance func- 
tions (as was the FNMA cooperative housing amendment), and which follows 
the terminology of the FNMA cooperative housing legislation word for word 
with respect to the revolving problem, with one exception. The exception is that 
the phrase “outstanding at any one time” has been inserted immediately follow- 
ing the $5 million State figure. The variance seems to constitute confirmation of 
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the fact that the State commitment amount would not revolve in the absence of 
the phrase added, of course. 

As to the legislative history directly in connection with the FNMA cooperative 
housing provision, the following appears on page 4 of the report (Senate Report 
No. 404, 84th Cong., Ist Sess.) covering the provision in its then proposed form: 

“As a second step to make this bill operative, the bill would authorize the 
Federal National Mortgage Association to make advance commitments to pur- 
chase cooperative housing mortgages in a total amount not to exceed $50 million. 
Not more than $5 million of this special authorization could be made available 
in any one State.” 

This statement indicates that neither the $50 million commitment amount nor 
the $5 million commitment amount was intended to revolve. But the FNMA 
cooperative housing provision expressly requires that the $50 million commit- 
ment amount revolve. 

However, it is believed the quoted statement would render the association 
highly vulnerable to adverse criticism if the FNMA cooperative housing provision 
were to be interpreted to the effect that the $5 million State commitment amount 
should be permitted to revolve. Especially is this so when the statement is taken 
in conjunction with broader legislative history relating to affairs of the associa- 
tion other than those directly connected with the FNMA cooperative housing 
provision. 

As to the broader legislative history the fact is that, in general, the Associa- 
tion’s mortgage purchases effected with Treasury funds have invariably been 
subjected to substantial statutory controls. In connection with this point, we 
simply cite the following in illustration: Section 1 of Public Law 176, 81st Con- 
gress, Ist session ; section 608 (b) of Public Law 139, 82d Congress, 1st session ; 
Public Law 243, 82d Congress, Ist session; and sections 12 and 14 of Public Law 
94, 83d Congress, 1st session. 

Statutory control of the Association’s expenditures of funds borrowed from 
the Treasury would be very slight indeed if the FNMA cooperative housing 
provision were to be interpreted so that both the $50 million and the $5 million 
commitment amounts revolved ; the total of the expenditures would be controlled 
virtually only by the rate at which construction could be completed. 

There is an appropriate statutory control as to purchases of cooperative hous- 
ing mortgages, however, when the FNMA cooperative housing provision is inter- 
preted so that the $5 million State commitment amount does not revolve. The 
total amount of possible purchases is limited to approximately $240 million. 

It is FNMA’s belief that the statutory language and the legislative history 
referred to herein dictate the conclusion that the $5 million State commitment 
amount does not revolve. 


Mr. Rains. Mr. McDonough ? 

Mr. McDonoven. No questions. 

Mr. Rains. Mr. O'Hara? 

Mr. O'Hara. I am interested in your statement on page 17, relating 
to Alaska, Guam, and Hawaii. 

~ Are you familiar with the situation in Guam / 

Mr. Bavauman. I have some knowledge of it Congressman. 

Mr. O'Hara. And you feel under the present setup very little pro- 
egress is being made residentially in Guam. 

Mr. BavucuMan. I think with a $15,000 limitation they are ham- 
pered in their progress in new housing being furnished to individuals, 
yes, sir. 

Mr. O'Hara. Would you have any specific recommendation to make 
in that area? 

Mr. Baucuman. We have made it in the statement here. 

We suggest that the limitation be removed on Alaska, Guam, and 
Hawaii. Anything that FHA insures we could purchase, regardless 
of the size. 

Mr. O’Hara. I am especially interested in Guam because it is our 
most outlying possession. It has no representation in the Congress, 
and I am fearful that because of that too often it is overlooked. 
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I understand the housing sitnation in Guam is very bad. And you 
think that something should be put in thel aw giving you a gr eater 
authority so you can handle that situation 

Mr. Baveuman. That is right. 

Mr. Rarns. You don’t recommend any top figure then, just any- 
thing FHA would insure, you would buy the mortgages ? 

Mr. Baucuman. That is right. 

Mr. Rarns. Just removing the limitation in the legislation would 
achieve that. 

Mr. Bavenman. Yes; that is what it was previously. 

Mr. Corr. I must emphasize, Mr. Chairman, that there is a limita- 
tion on FHA and VA. It would not be a complete elimination of 
limitation. 

Mr. Rarns. That would cover it. 

Mr. Corr. Yes. 

Mr. Rats. Let me ask just one other question, Mr. Baughman. 
Then I will pass along. When you recently issued your hundred 
million dollars of securities to finance your secondary market opera- 
tions, your interest rate was 31gth, wasn’t it ? 

Mr. Baveuman. That is correct. 

Mr. Rarns. And is my information correct that it was oversub- 
scribed by about a 6-to-1 ratio? 

Mr. Baveuman. The allotments went out at the ratio of 17 percent. 

Mr. Rarns. Of course, that is a compliment to the management of 
Fannie May, but doesn’t the oversubscription lead you to the feeling 
that maybe you placed too high a rate on your issue. 

Mr. BavauMan. I would just like to say that is the customary w ay 
of entering subscriptions, both the home loan banks and the farm 
credit banks and the rest of them. Subscribers all come in with a 
heavy subscription, only expecting to get a portion of it. I don’t 
think they expected to be called upon to take up the entire subscription. 
That is their method of selling. 

Mr. Rats. I don’t know whether you got my point or not. 

Don’t you think you could have gotten that money at 3 percent or 
a lower rate? 

Mr. BaucHMan. I am sure we tried. We made a special trip to 
New York. We called up and searched the market the day we set 
the price. The Treasury you know, has to concur in it, and we also 
queried the Federal Reserve Bank, checked the market with each of 
the sellers up there. This market is jumping around, Mr. Chairman, 
I think you appreciate that. 

Mr. Ratns. Yes. 

Mr. Baveuman. And really, the reason we got such a low rate, I 
think we were rather fortunate, we got in at a time when it was low. 

Mr. Ratns. It is a lower rate than some of the Treasury issues I 
admit, but looking at the over subscription I thought maybe they 
would have been anxious to buy it at an eighth lower rate, but you 
say you checked that thoroughly. 

Mr. Bavcuman. Yes, and what ae us an advantage of a good rate 

ras that the Ford Foundation sold its stock just prior to that and 
chat had funds to invest, and the [linois Toll Highway Commission 
had $415 million to invest. 
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Mr. Rarns. Of course, it was only a 9 month note, too. 

Mr. Baueuman. Yes. 

Mr. Rats. Mr. Widnall ? 

Mr. Wipnaut. No questions. 

Mr. Ratns. We want to think you gentlemen for coming before us. 

Mr. Core. Thank you. 

As always, we appreciate the opportunity, and the courtesy afforded 
us by the committee. 

Mr. Ratna. It was a real pleasure. Now, anything you want to 
supplement your statements with, all you need do is let us know. 

The next witness is Mr. Sam E. Neel, general counsel for the Mort- 
gage Bankers Association of America. 

Come around, Mr. Neel. 

We are glad to have you, sir. 

Mr. Nee. Thank you. 

Mr. Ratns. Mr. Neel, do you have a prepared statement ? 

Mr. Nrgt. Yes, sir, I do, of which I have given copies to your statff. 

Mr. Rarns. Would you like to present your prepared statement and 
then we can ask you questions. 

Mr. Negru. Yes, indeed, it is not very long. 

Mr. Rarns. You may proceed. 


STATEMENT OF SAMUEL E. NEEL, GENERAL COUNSEL, MORTGAGE 
BANKERS ASSOCIATION OF AMERICA 


Mr. Neev. My Chairman and members of the committee, my name 
is Samuel E. Neel. Iam the general counsel of the Mortgage Bankers 
Association of America, with officers at 1001 15th Street NW., Wash- 
ington, D.C. 

I believe the subcommittee is sufficiently familiar with the associa- 
tion I represent so that it will not be necessary to go into details of its 
organizational structure. 

I regret that Mr. James W. Rouse, of Baltimore, chairman of the 
association’s legislative committee, was at the last minute prevented 
from appearing here this morning on behalf of the association. 

Representatives of the association have appeared and testified on 
several occasions before this and other committees on the operations 
of FNMA and what its proper purpose should be. In 1954, the asso- 
ciation, through a special committee, made an intensive study of the 
need for a secondary-market facility, such as FNMA, and the char- 
acteristics that such an organization should have. The findings of 
this committee are still pertinent and with the chairman’s permission, 
I should like to include in the record the report as appendix A to this 
statement, and here is the report. 

Mr. Ratns. We will be glad for you to do that. 

Mr. Neet. I might say here that it is rather involved. The com- 
mittee spent about a year. There is even a draft of some proposed 
legislation in this report which may be of some interest to you. 

Mr. Rarns. We will be glad to have your suggestion. 

(The proposed legislation is as follows:) 
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APPENDIX A 


PROPOSAL FOR THE CREATION OF A SECONDARY MARKET FOR HOME MORTGAGE LOANS 
INSURED OR GUARANTEED BY THE FEDERAL GOVERN MENT 


I. WHY A SECONDARY MARKET FACILITY IS PROPOSED 


A, The financing requirements of the building industry 

1. Home building now a mass industry. During the last 20 years, home build- 
ing has achieved the status of a major industry. The size of its operating units 
has grown; the proportion of the total supply built by the larger operators has 
risen; and the practice of building for unknown buyers has become a major 
factor in the market. 

Back of the construction organizations, and in many respects a part of the 
total industrial operation, are the producers and distributors of building mate- 
rials and equipment. Like the new building organizations, the manufacturers 
and suppliers have geared themselves to meet a broad and growing demand. 

In other words, home building has become a mass-production industry. 

2. Dependable source of financing essential.—As a resut of this development, 
the financing requirements of the home-building industry are similar to those 
of other mass-producing industries: in order to maintain its operating units and 
improve its operating practices, it requires a dependable and relatively constant 
source of funds to finance the construction and sale of new housing. 

At the same time, the home-building industry is peculiarly dependent upon 
borrowed funds both to carry its own operations and to finance its buyers. Unlike 
many industries having large amounts of permanently committed capital, home 
building has little internal resources, while the mass of its buyers must also 
depend upon large amounts of credit. 

Because of the importance of maintaining fluidity in the used-house market 
(on which new sales will more and more be dependent), a dependable supply 
of funds for this market is equally important. Because of the conditions de- 
scribed below, the housebuilding industry has less assurance of the kind of 
financing it requires than do other mass-production industries. 


B. Shortcomings of the home mortgage market 


1. Variability in the flow of mortgage funds.—(a) Savings and loan associa- 
tions provide the nearest thing to a constant source of home mortgage money. 
Their investments are almost wholly in home mortgages and they provide annu- 
ally about a third or more of the total supply of funds for this purpose. This 
proportion, as well as the absolute amount of mortgage lending, has been increas- 
ing during recent years—testimony to the steadiness of this sector of mortgage 
lending in comparison with the rest. While this circumstance gives, year in and 
year out, a fairly dependable base for mortgage activity, it still leaves the bulk 
of the market subject to other influences. Moreover, since most savings and 
loan institutions do not have sufficient resources to finance the large house 
building development, this type of operation is generally dependent on other 
credit sources. 

(b) Other institutional mortgage lenders, comprising mainly life-insurance 
companies, mutual savings banks and commercial banks, and mortgage lenders 
only incidentally to their role as general investing institutions. They vary the 
amount of their mortgage lending according to the relative advantage to be gained 
from other types of investment and, consequently, may make fairly abrupt 
changes in their lending policies. The result is occasional marked increases or 
decreases in the amount of mortgage loans currently being made by them, or, 
actually, temporary withdrawals from the market. 

Other types of investors (trusts, pension funds, and individuals) are less im- 
portant and less dependable as mortgage lenders. 

(c) Because of these circumstances, the home mortgage market may find 
itself temporarily restricted in the supply of funds, for reasons that may be 
wholly unrelated to the demand for housing. 

2. Unevenness of regional distribution of mortgaye funds.—(a) Surplus and 
searcity areas are typical of the home mortgage market even in times when funds 
are generally available from the investors discussed above. In the older areas 
of the country, notably New England, the Middle Atlantic, and part of the Great 
Lakes regions, the funds available for mortgages often exceed the demand for 
loans. On the other hand, the South, the Southwest, and the West chronically 
are importers of mortgage money. 
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(b) Reasons for the unevenness are many. The main cause is that the sav- 
ings of the country are created in or drawn into the older, more mature regions, 
and that the more rapidly growing sections of the country find their local re- 
sources insufficient for their needs. Metropolitan areas have greater access to 
funds than small, nonmetropolitan communities, which lack substantial loeal in- 
stitutions. and present an especially costly servicing problem. States with 
onerous foreclosure statutes often have greater difficulty in obtaining mortgage 
money than States in which foreclosure is simple. 

(c) Therefore, even in times when mortgage money is generally available, 
areas ranging in size from single small communities to whole regions may have 
insufficient funds to meet local demands. In times when money becomes gen- 
erally stringent, these areas appear to suffer earlier and more drastically than 
more favorably situated localities. 

3. Unevenness in economic distribution of mortgage funds.—Because of low 
loan-to-value ratios and limitations on payment periods imposed by State law or 
supervision, most institutional lenders have been unable, under conventional 
loan practices, to serve the mass market with first mortgage financing. Conse- 
quently, where the market has to rely on conventional lending, risky, and costly 
second mortgage financing usually becomes an unavoidable adjunct to the mort- 
gage system. 


C. Participation of the Federal Government in home mortgage financing 

1. Characteristics of Government home mortgage activities—(a) Scope: The 
Federal Government, under the direction of the Home Loan Bank Board, main- 
tains a reserve credit system (the Federal Home Loan Bank System), mainly for 
savings and loan associations, and a system of share account insurance (Federal 
Savings and Loan Insurance Corporation). The Board also charters Federal 
savings and loan associations. 

The Government operates a number of systems of mortgage insurance through 
the Federal Housing Administration and a special home loan guaranty and in- 
surance system through the Veterans’ Administration. Also through the Vet- 
erans’ Administration, it provides a system of direct lending for veterans who 
are unable to obtain private financing within the terms fixed by statute. 

Through the Federal National Mortgage Association, it has maintained a re- 
serve credit facility of a very limited and specialized character for institutions 
making FHA and VA loans. 

(b) The purposes of these Government agencies are to give stability to mort- 
gage lending activity, to broaden the geographic distribution of mortgage funds, 
mainly through private financial channels, and to give emphasis to the channeling 
of funds to the mass housing market. 

The extent to which the agencies have achieved their objectives and the short- 
comings they have encountered are briefly described below. 

2. Accomplishments.—(a) Home Loan Bank Board: The strength and stability 
to savings and loan associations provided by the home loan banks and the 
FSLIC have in large measure accounted for the growth of savings and loan 
institutions. Through use of its chartering power, the Home Loan Bank Board 
has helped to provide loan sources in some heretofore underserviced areas. 

(b) The Federal Housing Administration and the VA Loan Guaranty Service, 
by creating a standard form of low-risk mortgage investment, have increased 
the geographical and economic ranges of mortgage lending, particularly by life- 
insurance companies and mutual-savings banks. They also have augmented 
local sources of mortgage funds by encouraging commercial banks to make home 
mortgage loans. These agencies have gone far toward creating a national 
market in which insured and guaranteed mortgages may be traded. Largely 
through the influence exercised by these programs and the Home Loan Bank 
System, complete and regular amortization has become standard practice, thus 
making unlikely such a collapse of the mortgage structure as occurred in the 
early 1930's. 

(c) The Federal National Mortgage Association, especially prior to World 
War II, has been helpful in increasing the flow of funds into underserviced areas 
and in reducing the impact of temporary disruptions in the home-mortgage 
market. 

3. Shortcomings of the Federal programs.—(a) Limited influence on conven- 
tional lending: Aside from the influence exerted through the Home Loan Bank 
System, none of the Federal programs have had any effect in eliminating defi- 
ciencies in the conventional loan area of the market. Instead, they have resulted 
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in the creation of parallel systems of mortgage lending and have developed a 
national market around these systems. 

(b) Limited appeal of Government programs: Only to a limited extent have 
savings and loan associations participated in the insured and guaranteed loans 
programs, the bulk of their operations remaining in conventional loans. Major 
participation has been on the part of banks and insurance companies. In other 
words, the greatest appeal of the Government programs has been to those insti- 
tutions which characteristically show the most variability in their mortgage 
lending policies. As a result, the Government programs have: been generally 
more susceptible to fluctuations in the availability of funds than home mortgage 
lending as a whole. 

(c) Aggravation of variability in the flow of funds: The ordinary tendency of 
the guaranteed and insured programs to be subject to greater than normal fluctua- 
tions has been intensified by the insistence on maintaining maximum interest 
rates lower than what the market will accept on a par basis. 

(d) Inadequate reserve credit facilities: The original purpose of the Federal 
National Mortgage Association was to provide a stabilizing force in the market 
by (1) reaching new investment funds through the sale of its debentures, (2) 
providing a market for loans in underserviced areas, and (3) offering a source 
of liquidity to institutions carrying on large insured-loan activity. Prior to 
World War II, the Association served fairly well in meeting these objectives. 

Recently, however, the purpose of FNMA has been directed to providing a 
market for economically dubious loans and to supporting the fixed, submarket 
interest rates. 


D. Problems to be solved 


1. Improvements in conventional financing—The conventional loan system 
could be made a much more flexible and useful instrumentality if State laws 
regarding foreclosure and investment practices were amended so as to make 
possible a better geographic and economie distribution of mortgage funds. To the 
extent that this could be accomplished, the excuse for the Federal programs would 
be diminished. 

The difficulty is that the conventional loan system is in reality 51 systems as 
created by State and Territorial law, and the task of effecting the desirable im- 
provements is a formidable one. While this task should not be neglected, it 
seems also desirable, pending such action, to improve the functioning of the in- 
sured and guaranteed systems. The principal steps that could be taken to achieve 
this end are given below. 

2. Flewxibility in interest rates—The greater part of the difficulties in the 
distribution of mortgage funds would be eliminated if interest rates on FHA 
and VA loans could be set in accordance with the relation of the supply to the 
demand for funds in the market as of the time and place in which the loans 
were initiated. Such flexibility in rates is essential if the insured and guaranteed 
systems are to be an integral, dependable feature of the mortgage market, and 
if we are to maintain a market of nationwide scope. 

8. Secondary market facilities —Although it is not possible, so long as sub- 
market interest rates are allowed to persist, to measure the need that might 
otherwise exist for additional reserve credit facilities, it seems likely that even 
a completely free interest rate would not remove all the frictions in the market 
mechanism. It would still be doubtful that Hawaii and Massachusetts would 
have equal access to mortgage funds or that the transitory irregularities in 
mortgage funds would be entirely eliminated. On the strength of this prob 
ability, there would still remain a place for a secondary mortgage market 
facility. 

From a practical viewpoint, it would be most feasible to confine the operations 
of such a facility, at least at the outset, to transactions in Government insured 
or guaranteed mortgage loans, which offer the minimum of difficulty in ultimate 
disposal to investing institutions. 

If successful experience should warrant an expansion of the function of the 
facility to encompass other types of loans, that could be considered at a later 
occasion. In the meantime a greater degree of stability would be given to a 
sector of mortgage activity that has been representing annually 26 to 36 percent 
of all home mortgage lending and which now comprises almost 45 percent of 
aY outstanding loans on 1- to 4-family dwellings. 
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II. NATURE AND FUNCTION OF A SECONDARY MARKET FACILITY 


A. What a secondary facility should and should not do 


1. Purpose.—The purpose of a secondary banking facility for the home mort- 
gage market would be to provide a reserve source of funds. ‘To this end its 
purpose would be similar to that of the home loan banks. Its scope in one respect 
would be narrower in that it would deal only in Government insured or guaranteed 
loans. On the other hand, the scope might be wider than that of the banks 
in that it might deal with all types of institutional makers and holders of FHA 
and VA loans, and be enabled to discount mortgage paper without as well as 
with recourse and to sell its holdings to other institutions as advantageous 
opportunities presented themselves. Like the banks, however, its character as 
a reserve, or last resort, source of funds should be clearly established. 

The facility should be enabled to overcome shortages of funds occasioned by 
adjustments in institutional loan policies and by other transient conditions in 
the general financial markets. It might also temporarily serve to help make 
a market in remote or rapidly growing areas where the customary facilities for 
one reason or another were unable to meet the reasonable requirements for 
mortgage funds. It should, within specified limits, offer lending institutions 
a means for obtaining liquidity and, hence, add to the attractiveness of mortgages 
as an investment. 

In short, the purpose of the facility would be to provide a measure of breadth, 
stability, continuity, and confidence to the market for insured and guaranteed 
loans which might not otherwise prevail. 

2. Limitations —Equally important to the delineation of the purposes of a 
secondary facility are the limitations that should be imposed on it if it is not 
to be misdirected from its proper task. The resources of a secondary facility 
should be used neither to finance a speculative expansion of the housing market 
nor to bolster a market that is already glutted with oversupply. 

A proper functioning of the facility presupposes interest rates that either 
are free to move with the market or are administratively set in a true relation- 
ship to current market conditions. Under no cireumstances should the facility 
be used as a means for supporting interest rates lower than those at which 
persons of good credit are generally able to borrow money. 

The facility should be used with great caution as a means for supporting 
specialized programs. The readiness of the market to handle most of the 
financing of World War II defense housing without the intervention of FNMA 
indicates that special programs can be financed if interest rates and other 
terms are in line with market conditions. 


B. Method of operation 

1. Criteria—The organization, the basic powers, and the operational pro- 
cedures of the facility should all be designed with the view to accomplishing 
the purposes of the proposed institution within the limitations prescribed for 
it. This is obviously a difficult achievement. Since there are no fully reliable 
indicators of economic trends, it cannot be possible to write into legislation any 
formula that will assure that the appropriate action will be taken at a crucial 
time. Much must be left to judgment, as is true with the operation of the 
Federal Reserve System; and the best that legislation can do is to delineate 
as clearly as possible the areas in which judgment will be exercised, and to 
provide an administrative framework which will enable knowledgeable and 
competent men to exercise their judgment free of passing political pressures. 

2. General policies—To assure the last resort character of its operations and 
to prevent its misuse for speculative purposes, the facility should deal only 
with the makers and holders of FHA and VA mortgages and never with mort- 
gagors; and it should ordinarily impose a penalty on those who deal with it. 

While the principle of buying cheap and selling dear should be maintained, 
even this need not be invariably adhered to at all times. Flexibility and 
maneuverability should be the keynotes of policy. In order that rigidity of 
practice be not mistaken for sensitive and responsible administration, the 
widest range of judgment should be permitted and encouraged in establishing 
discount rates and other conditions in connection with its transactions and in 
determining extent and location of its activities. 

3. Organization.—To avoid exposure to such pressures as made FNMA a prime 
instrument of inflation during the late 1940's, the facility should be organized 
as an independent corporate entity with a governing board with staggered 
terms of office. No official of either FHA or VA should be a member of the 
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board, nor should these operating agencies otherwise be in a position to dominate 
the policies of the facility. 

It would of course be desirable that the facility be privately financed. Al- 
though at the beginning it might be necessary to employ Government capital, as 
was the case with both the Land Bank and Home Loan Bank Systems, provision 
should be made for its replacement from earnings or from private subscription 
at the earliest time practicable. 

All users of the facility should be required to have a capital interest in it. 
A compulsory membership arrangement, like that of the Federal Reserve System, 
would hardly be practicable, because of the difficulty in determining the basis 
for membership in an institution of this kind. Subscription on the basis of a 
relationship to assets of the participating institution, as is the case with both 
Federal Reserve and Home Loan Bank Systems, does not appear feasible be- 
cause of the great variety in the character of the capital structure of institutions 
making FHA and VA loans. A method of subscription on the basis of the ex- 
tent to which the facility is availed of, as is followed in the land-bank system, 
is considered to be the method most adaptable; namely a subscription to stock 
in ratio to the amount of loans sold to the facility, such stock to be retirable as 
the loans were paid off or sold by the facility. Additional operating capital 
should be obtained by the issuance of debentures to the public at a ratio not in 
excess of 10 to 15 times the capital and surplus of the facility. 

Because of the influence that mortgage lending has on the whole credit struc- 
ture of the country, it is important that a close relationship prevail between 
the secondary market facility and the central monetary authority. Although 
this relationship does not have to go so far as to involve administrative supervi- 
sion of the facility, the discount rate and other broad policies should be deter- 
mined only after receiving the advice of the Federal Reserve Board. 

Consideration has been given to the possibility of making the facility an 
adjunct operation of the Home Loan Bank Board instead of giving it inde- 
pendent administrative status. Here the problem is the domination of the Home 
Loan Bank Board and System by a single group of mortgage lending institu- 
tions, the savings and loan associations, whose reserve, liquidity, and stabiliza- 
tion problems differ in many respects from those ot other mortgage lenders. It 
is conceivable, however, that, if the nature of the Board were broadened to 
correspond to that of the Farm Credit Administration (which administers 
such diverse operations as the land-bank system and the intermediate credit 
banks), and administrative union of the Home Loan Bank System and the pro- 
posed secondary facility might be feasible, and the possibility should not be 
excluded from consideration. In any case, the importance of a close relation- 
ship to central credit and monetary policy should be maintained. 


III. PROPOSED LEGISLATION 
A. Explanation 

The following outline is designed to present the features of the legislation 
necessary to bring a secondary mortgage market facility into being and to as- 
sure the attainment of the objectives stated in the previous sections of this 
report. 


B. Outline of legislation 


1. Title.—An act to establish a secondary mortgage market facility. 

2. Statement of purpose.—To create a more equable distribution of mortgage 
funds throughout the Nation and to reduce the variations in the amount of 
funds that from time to time and from place to place are available for residential 
mortgage loans insured by the Federal Housing Administration or guaranteed 
or insured by the Veterans’ Administration. 

(Comment: The limited purpose enunciated above follows the reasoning and 
recommendations in the previous discussion. It envisages an institution created 
to deal with indentifiable problems and avoids embarking upon any vast experi- 
mental operation. It would be possible for Congress to broaden the scope of the 
activities of the fund as improvements were made in State legislation and as 
experience evidenced capacity to deal safely on a broader basis. ) 

3. Corporate structuwre.—There shall be established in the District of Colum- 
bia a corporation, known as the Federal Mortgage Fund, which shall have suc- 
cession until dissolved by Congress. 

The fund shall have a Board of Directors consisting of three members ap- 
pointed by the President with the advice and consent of the Senate, with com- 
pensation fixed at $15,000 per year, the Chairman of the Board to be designated 
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by the President and to serve as chief executive officer of the fund. Terms of 
the Directors shall be for 6 years, except that, at the outset, the terms shall be 
for 2, 4, and 6 years. The Directors shall appoint all officers and employees of 
the fund, who shall serve at the pleasure of the Directors. 

The fund shall be an independent agency and shall make reports annually to 
the President and the Congress covering its operations and administrative poli- 
cies. The Directors, however, shall receive the advice of the Board of Gov- 
ernors of the Federal Reserve System before issuing debentures or establishing 
buying and selling prices on mortgages acquired by the fund and interest rates 
on loans made by it. 

(Comment: The concept is one of an institution that is ultimately financed 
wholly with private funds and which involves no obligation on the part of the 
Government other than that already involved in the mortgage insurance and 
guarantee operations. At the same time, the institution is to be free from 
domination by any of the various interests in the construction or mortgage 
finance industries or by the governmental agencies operating the insuring and 
guaranteeing programs. The corporate form and administrative arrangements 
provided for in the legislative outline are designed to accomplish these pur- 
poses. ) 

4. Advisory Council.—In the exercise of its functions, the Directors may 
utilize the advice of an Advisory Council consisting of 12 members, broadly 
representative of the geographic regions of the Nation and of the business in- 
terests related to residential mortgage lending, to be appointed by the Presi- 
dent for terms of 1 year, and to meet at the call of the Board not less than 3 
times each year. Council members shall be compensated for time actually spent 
on Council business and for necessary expenses in attending meetings, accord- 
ing to the customary allowances for such compensation. 

(Comment: The object of the proposed Council is to assure representation of 
industry in the policy-making process. ) 

5. Paid-in capital_—The fund shall have an intial capital of $50 million which 
shall be transferred from the capital and surplus accounts of the Federal 
National Mortgage Association and shall be in the form of a loan to the capital 
account of the fund. The amount of this loan, with interest at the average 
yield on outstanding Government obligations as determined at the time of 
transfer, shall be repaid out of the earnings of the fund, within a period 
not to exceed 10 years unless otherwise directed by Congress. No dividends 
should be paid to stockholders until the Federal capital has been retired. 

For the privilege of doing business with the fund, institutions eligible to 
deal with the fund shall subscribe to nonvoting stock in the fund an amount 
as determined from time to time by the Board of Directors but not less than 
2 percent nor more than 4 percent of the face amount of any loan made by the 
fund or of the outstanding principal amount of FHA or VA mortgage loans 
sold to the fund. Such stock shall be redeemable with the liquidation of the 
loans sold to the fund. 

Earnings in excess of required reserves and estimated requirements for 
administrative expenses for the succeeding year shall annually be paid into 
the capital account in replacement of the Treasury investment. 

(Comment: The capital setup provides a simple method for accumulating pri- 
vate funds from those who use the facilities of the Fund and for the gradual 
replacement of Government by private capital.) 

6. Eligibility—The Fund shall be authorized to conduct loan or purchase trans- 
actions with any mortgagee approved by the Federal Housing Administration 
for making insured mortgage loans and with any corporation, trust, or othe> 
institutional borrower having succession that is regularly engaged in the busi- 
ness of making loans guaranteed by the Veterans’ Administration and is ap- 
proved by the Directors of the Fund. The Fund shall have the right to refuse for 
cause to transact business with any otherwise eligible institution. 

(Comment: The eligibility requirements are designed to assure that those 
doing business with the Fund are competent and responsible lenders capable of 
servicing mortgage loans. In principle these provisions are similar to those 
now governing FNMA operations. ) 

7. Powers.—The Fund shall have power to adopt and use a corporate seal; 
make contracts; sue and be sued; establish branches as may be deemed appropri- 
ate by the Directors; conduct business in any State, Territory or possession of 
the United States including the District of Columbia; issue debentures as here- 
inafter provided; buy, sell, and lend on the security of FHA and VA mortgage 
loans and otherwise invest its funds as hereinafter provided; enter into and 








40 INVESTIGATION OF HOUSING, 1955—56 


terminate contracts for servicing mortgages in its portfolio; foreclose defaulted 
mortgages, or purchase title in lieu of foreclosure or accept title for release of 
the mortgage obligation; deal with, renovate, sell for cash or credit, rent or 
otherwise dispose of any property acquired through foreclosure proceedings; and 
to do all other things necessary or incidental to the proper conduct of its affairs. 

(Comment: The requisite powers of the Fund are set forth, but, at the same 
time, a broad range of discretion is left to its Board of Directors in establishing 
operating policies and procedures. ) 

8. Obligations.—The Fund shall be authorized to issue and to have outstanding 
at any one time notes, bonds, debentures and other obligations in an aggregate 
amount not to exceed 12 times the amount of its paid-in capital and in ne case in 
excess of the outstanding principal amount of the mortgages, cash, and other 
assets held by it. The payment of principal and interest on such obligations 
shall be secured by a pledge of all assets and earnings of the Fund but shall not 
be otherwise guaranteed. The obligations shall be legal investments for any 
national bank or Federal savings and loan association and shall be eligible for 
purchase by the Federal Reserve banks on conditions to be established by the 
Board of Governors of the Federal Reserve System. 

(Comment: The ratio of debentures to capital is such as to promise ready 
acceptance in the financial market. ) 

9. Investment of Funds.—The funds of the Fund shall be invested in (a) 
mortgage loans insured by the Federal Housing Administration or guaranteed 
or insured by the Veterans’ Administration which have been acquired from 
eligible institutions under conditions of eligibility as may be determined from 
time to time by the Fund; (b) loans made to eligible institutions on the security 
of such mortgage loans; (c) Government obligations ; or (d) cash. 

(Comment: The limitations on investment are in line with the limited pur- 
pose for which the facility is established. ) 

10. Reserves.—An amount equivalent to not less than 10 percent of net earn- 
ings shall be accumulated annually as a reserve until the reserve equals 50 per- 
cent of its paid-in capital. The reserve shall be invested in United States Gov- 
ernment obligations or held in cash and shall not be subject to any claim upon 
the Fund or be drawn for any purpose except to meet interest and principal 
payments on the Fund’s obligations in amounts in excess of its earnings. 

(Comment: Although none of the previous legislation respecting National 
Mortgage Associations has contained a reserve requirement, on the theory that 
the insurance and guaranties on its investments would provide adequate protec- 
tion, it is felt that both the soundness of the operation and the acceptability 
of the debentures would be improved if additional protection in the form of 
reserves were provided for.) 

11. Discounts, premiums, rate of interest.—In connection with its purchase 
and loan transactions, the Fund shall from time to time establish the rate of 
discount, if any, at which it will buy mortgage loans, the amount of premium 
or discount, if any, at which it will sell mortgage loans, and the rate of interest 
and other conditions on which it will lend its funds on the security of mortgage 
loans. 

(Comment: It is assumed that the agencies issuing and guaranteeing mort- 
gages will follow a policy in respect to interest rates that will assure a reason- 
ably close relationship to market conditions. The freedom allowed the Fund 
in establishing discounts and premiums is intended to give strength to a flexible 
interest rate policy.) 

12. Liquidation of Government mortgage holdings.—The Federal National Mort- 
gage Association shall be terminated and all its assets shall be transferred in 
trust to the Fund for management and liquidation. All assets of the RFC 
Mortgage Co. shall be transferred in trust to and managed and liquidated by the 
Fund. All mortgage loans acquired by the Veterans’ Administration under its 
direct lending program shall be transferred in trust to be managed and liquidated 
by the fund. All receipts from these trust accounts in excess of all servicing 
costs, all losses, and a management fee equivaient to one-twelfth of 1 percent 
per annum of the outstanding amount of the mortgages in the trust accounts, 
shall be paid to the general fund of the Treasury except that, as to mortgage 
loans transferred from the Veterans’ Administration, the net receipts shall be 
paid to the account of the Veterans’ Administration. No assets of the trust 
accounts may be sold at less than par except with the concurrence or at the 
direction of the Secretary of the Treasury. 

(Comment: The reasons for giving these liquidating functions to the Fund 
are to provide greater economy of administration, and to assure a more orderly 
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market for the mortgages held by governmental agencies and the new facility.) 

13. Taxation provisions.—Franchise, capital, reserves, investments, and other 
property (other than real property) held by the Fund and earnings of the Fund 
shall not be taxable by the United States or any State, Territory, or possession 
of the United States, or political subdivision thereof. The income from obliga- 
tions issued by the Fund shali be fully taxable in the hands of the holders of such 
obligations. 

(Comment: The tax status of the fund is in general conformity with that 
previously proposed for national mortgage associations. ) 

14. Federal depository—The Fund shall be authorized to receive deposits of 
public money and to serve as a financial agent of the Government of the United 
States, 

Mr, Neer. On March 16, 1954, Mr. William A. Clarke, of Philadel- 
phia, who was then the president of the Mortgage Bankers Associa- 
tion of America, in testifying before the Senate Banking and Cur- 
rency Committee on provisions of the Housing Act of 1954, made the 
following statement regarding FNMA: 

In substance, we believe it would be desirable to provide the users of FHA and 
VA financing with an institution of last resort that could help to even our irreg- 
ularities in the regional and seasonal flow of mortgage funds and could offer a 
source of liquidity in times of unusual stress. We do not, however, believe 
that such an institution should promise to maintain a flow of funds at all 
times or under all conditions, that it should support credit programs that are 
not inherently sound, or that it should provide a means for avoiding interest-rate 
adjustments that the market demands. 

Mr. Clarke’s statement still represents the association’s policy and 
it may be applied to proposals which may be made to change FNMA’s 
present operations. 

Thus, the association considers that the secondary market opera- 
tions of the Federal National Mortgage Association, as reconstituted 
in the Housing Act of 1954, fulfill a useful support function in the 
housing market. As it is presently administered, its facilities are 
available only at a substantial penalty and it is, therefore, not. directly 
competitive with the private investment market. 

Its availability on penalty terms has prevented its use as a general 
substitute for private money but at the same time has provided a 
means for supplying liquidity to mortgage companies and builders 
hard pressed by changing money conditions. However, any appre- 
ciable reduction in the penalty provisions will bring the FNMA pro- 
gram into direct competition with the private market, and unneces- 
sarily increase Federal participation in lending activity. 

Therefore, we would recommend against any moves that would 
tend to make FNMA an instrumentality for normal rather than emer- 
gency use in the mortgage market. We specifically disapprove of the 
proposal that would make it possible so to reduce the stock-purchase 
requirement as to provide easy access to a virtually unlimited service 
of Government guaranteed credit. 

This move would insulate the mortgage market from the salutary 
restraint exercisable through monetary policy and would render more 
difficult the effective use of monetary action as an instrument of 
economic stability. 

Right here, Mr. Chairman, I would like to make two remarks that 
are not in my statement, particularly since I heard Mr. Baughman’s 
very effective presentation. I would like to say also that we have a 
very great respect for Mr. Baughman and the manner in which he has 
administered this agency. I know of no other Government organt- 
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zation which has been administered, in our opinion, more capably. 
There would be one helpful thing that this committee might be able 
to do for us in this regard. For sometime we have asked the Bureau 
of Internal Revenue to issue a general ruling to all of the members 
of our association which would tell them how they should account 
for the cost of Fannie May stock in terms of their income-tax require- 
ments. 

To date, we have not received any such ruling from the Bureau of 
Internal Revenue, and the inability to get a standard method of treat- 
ment of the cost of this stock is something that is bothering a great 
many of the people in the business. 

If the committee could help us secure some ruling from the Bureau 
it would be very helpful to us. 

Mr. Rats. Of course, I am very thankful that is a little out- 
side of our jurisdiction. That really belongs to the Ways and Means 
Committee, but we will be glad to transmit it to the Ways and Means 
Committee, at your request. I can see your problem. 

Mr. Negx. It is an uncertainty in doing business. 

Secondly, I would like to point out that one of the reasons that we 
have, from time to time, been a little worried about the effects of any 
reduction in the stock purchase requirements, particularly in view of 
the comments that you made this morning, Mr. Chairman, in referring 
to operations of the Home Loan Bank System and the Federal Reserve 
Board, is that there is a great difference in the makeup of the Boards 
of these several institutions. Both the Home Loan Bank System and 
the Federal Reserve Board are operated by a Board of Governors 
which are appointed by the President and approved by the Senate 
and which represent widely diverse interests. 

Mr. Rarns. You realize Fannie May is not sacrosanct. It could all 
be changed. I concur in your viewpoint as it is now. 

Mr. Neetu. I want to point out that the Board of Fannie May is 
composed of the Housing and Home Finance Administrator, one of 
his assistant administrators, his general counsel, the president of the 
association, and his counsel; so you don’t have the same kind of board 
that you might, although I am not criticising any individual of the 
board. 

Now, to get back to my statement. 

Taken particularly in connection with the above proposal, we are 
apprehensive of the recent move to permit sellers of mortgages to 
FNMA to repurchase their loans at a later time at the original sales 
price. If this device is employed with restraint and with charges high 
enough to discourage its misuse, it may prove an appropriate means 
for relieving private lenders from extreme financial loss and from 
preventing Reith activity from suffering a sudden withdrawal of 
credit. 

However, there is danger that builders and mortgage lenders may be 
encouraged by the availability of a relatively painless method of 
escape their indiscretions to proceed with substantial operations 
in advance of obtaining firm commitments from portfolio investors. 

Such a misuse of the device will result in an infusion of short-term 
credit into the mortgage system that could have serious inflationary 
potentialities. Westrongly urge FNMA to limit the credit expansion 
permitted by this arrangement to the growth of true savings estimated 
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to be available from mortgage investing institutions within the 
9 months option period. 

Here again I would like to make a statement not in my written re- 
port, Mr. Chairman, and that is at the same time that Fannie May was 
putting this kind of system into effect and it may be described as a 
warehousing system, although there is some differences between that 
and the private mortgage market warehousing systems, practically at 
the same time that Fannie May was doing this, the Federal Reserve 
Board, through its New York office was very seriously criticizing 
yrivate investors for entering into new warehousing arrangements and 
in effect was curtailing the ability of the private market to carry out 
this kind of operation, so that it is somewhat inconsistent for one 
agency of the Government which, of course, Fannie May is, to insti- 
tute a program which at the same time another agency of the Govern- 
ment was preventing the private market from doing. 

Mr. Rarns. You realize, of course, that this committee didn’t share 
the Federal Reserve’s ideas about that. 

Mr. Nerv. I realize that. You may be of help to us in expressing 
some opinion that will assist private enterprise to do this job more 
effectively. 

We also consider that an enlargement of FNMA’s authority to pro- 
vide a market for loans purchased under its special assistance pro- 
grams would be harmful to the economy generally and to the ex- 
pressed purpose of FNMA’s eventually becoming an independent 
organization, since purchases under the special assistance program 
are made at prices above the market and thus represent an indirect 
subsidy by the Federal Government. 

There is one particular decision of FNMA’s board of directors that 
has been especially aggravating to members of this Association, and 
several of them have requested that I bring it to the attention of this 
committee. 

This matter is fully explained in several exchanges of correspond- 
ence in 1955 between myself, Mr. J. Stanley Baughman, president of 
FNMA, and Mr. Albert M. Cole, Administrator of HHFA. Copies 
of these several letters are included as appendix B to this statement. 

Mr. Rats. Could I interrupt you for a minute? 

Is Mr. Baughman still here? I want to ask him another question 
not related to what you are talking about, but related to another man 
and I hope you won’t leave, Mr. Baughman. Not now but as soon as 
we finish with him, if you don’t mind. 

(The letters are as follows :) 


APPENDIX B 
FEBRUARY 14, 1955. 
Mr. STANLEY BAUGHMAN, 
President, Fedcral National Mortgage Association, 
Washington, D. C. 

Dear MR. BAUGHMAN: I am enclosing a copy of a telegram I have received 
from R. E. Kaliher, president of the Dougherty Building and Finance Co., Albany, 
Ga., a member of the Mortgage Bankers Association of America. 

I have discussed this matter briefly with Mr. Allen Tyler, of your office, and 
I would appreciate any information you can give me as to the reasons for the 
issuance of the order mentioned in the telegram. 

Assuming that a mortgage company, as your servicing agent, is performing his 
services properly, and assuming you have no question about the solvency of the 
local servicing agent and that the funds in each escrow account are not in excess 
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of what will be needed during the year to pay taxes and insurance, I do not see 
why it is necessary to require that these funds be centralized and held by FNMA 
in its own account in Atlanta rather than be left on deposit with the local 
financial institution. 
Sincerely yours, 
SAMUEL E. NEEL. 


ALBANY, Ga., February 12, 1955. 
SAMUEL E. NEEL, 
Counsel, Mortgage Bankers Association of America, 
1001 15th Street NW., Washington, D. C.: 

We have just received letter ordering us to transfer all but $17,000 of Federal 
National Mortgage Association escrow moneys to Atlanta, resulting in the loss 
of about $50,000 in bank deposits to our local bank. This is one of the small 
intangible benefits enjoyed by a mortgage banker in the conduct of his daily 
operations. We will appreciate if vou will take the necessary steps to have 
this order canceled and restoring the moneys in their rightful place, the home 
town bank of the homeowner, whose money that is being moved around so freely, 
and to further protect us from the high-handed tactics, arbitrary methods, and 
capricious acts of FNMA. 

R. FE. KALtner, 
President, Dougherty Building & Finance Co. 


FEDERAL NATIONAT. MORTGAGE ASSOCIATION, 
Washington, D. C.. Vareh 2, 1955. 
SAMUEL E. NEEL, Esq., 
Vortgage Bankers Association of America, 
Washington, D.C, 

DeAR Mr. NEEL: I am replying to your February 14 letter with which you 
transmitted a copy of a telegram dated February 12 addressed to you by Mr. 
R. E. Kaliher, president, Dougherty Building & Finunce Co., Albany, Ga. Both 
your letter and the telegram relate to this Association's limitation on the aggre- 
gate dollar amount of funds of the tax and insurance accounts of individual 
mortgagors that may be retained on deposit in the servicer’s local custodial 
bank account. With respect to the aggregate of tax and insurance accounts 
of mortgagors whose mortgages are being serviced by the Dougherty Building & 
Finance Co. for FNMA, Mr. Kaliher’s telegram requests you to initiate measures 
under which the Dougherty Co. would be permitted to retain on deposit in the 
local custodial bank account approximately $50,000 in excess of the amount that 
FNMA considers is needed to meet current overall disbursement requirements; 
under the Association’s present procedures, the excess funds in question must 
be remitted to the Association. 

Perhaps a brief historical statement of FNMA’s procedures affecting funds of 
the tax and insurance accounts of mortgagors of Association-owned mortgages 
will be helpful as background. 

During the first 11 years of the Association's operations, i. e., from February 
1938 through June 1949, servicers of FNMA’s mortgages were required to remit 
to FNMA, in full, their collections of installments of principal, interest, and 
deposits for the payments of taxes, hazard insurance, special assessments, ground 
rents, and other levies or charges. In July 1949 the funds then held by FNMA 
in the mortgagors’ tax and insurance accounts were transferred to the servicers 
concerned, for deposit in FNMA-approved custodial bank accounts in local depos- 
itary banks, and subsequent collections were deposited in such banks. The 
banks were selected by the servicers. In July 1953 FNMA established a dollar 
limitation of $250,000 on the aggregate of mortgagors’ tax and insurance accounts 
that could be held by any one servicer at any one time in such a custodial bank 
account, and required the servicer to remit any excess to FNMA, to be placed 
with the United States Treasury. Beginning in February 1955, the dollar limi- 
tation was changed (subject to a $2,500 minimum) to approximately two times 
the servicer’s average monthly collections applicable to mortgagors’ deposit and 
insurance accounts, rounded to the next higher $500, but not in excess of 
$250,000; and, similarly, any excess was required to be remitted by the servicer 
to FNMA, to be placed with the United States Treasury. 
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The Association has full legal responsibility, as you know, for the funds 
collected from its mortgagors and accumulated to provide for the payment of 
taxes, hazard insurance, etc., and in view of that responsibility is obligated to 
maintain close supervision and control of such funds. 

Several possible procedures have received consideration. One possibility would 
be to revert to the procedure in effect from 1988 to 1949, under which there would 
not be any custodial bank accounts in loeal depositary banks. Still another 
possibility, under which there also would presumably be no accounts in local 
banks, would provide for direct servicing by FNMA itself of all mortgage loans 
held in its portfolio; under this latter procedure FNMA would not, of course, 
avail itself of the servicing facilities of local mortgagees. 

Under the procedure that is now in effect the volume of funds that may be 
retained in the custodial bank accounts should be sufficient, according to our 
surveys, to meet normal demands for the timely payment of taxes, insurance, ete. 
In the event such funds are not sufficient, FNMA will immediately supply any 
needed additional amounts. In actuality, the current procedure permits a 
substantial overall volume of mortgagors’ tax and insurance funds to remain 
on deposit in local depositary institutions. 

The adoption by the Association of the practice of limiting the dollar amount 
of the custodial funds on deposit in loeal depositary institutions is not in any 
way intended to reflect upon the FNMA servicer, or upon the depositary so 
affected, or upon the related community. The instructions to the Dougherty 
Building & Finance Co. to remit a portion of the FNMA custodial funds on 
deposit in the local Albany, Ga., bank were issued by the Association’s Atlanta 
agency in line with FNMA’s policy of exercising a closer measure of supervision 
and control over funds for which the Association is responsible. As noted above, 
FNMA will place all such funds with the United States Treasury. 

I appreciate fully the motives which prompted you and Mr. Kaliher to seek a 
reversal of the FNMA custodial procedure, but the reasons cited as a basis for the 
request would not, in our opinion, justify any change in FNMA’s present 
procedures in this respect. 

Very truly yours, 
J.S. BAUGHMAN, President. 





MORTGAGE BANKERS ASSOCIATION OF AMERICA, 
Chicago, March 8, 1955. 
Mr. ALBERT M. COLe, 
Administrator, Housing and Home Finance Agency, 
Normandy Building, Washington, D. C. 


Dear Mr, Cote: You are familiar with the recent action of the Federal Na- 
tional Mortgage Association to further reduce the dollar amount of escrow 
funds which a local servicing institution servicing FHA and VA loans for FNMA 
may retain on deposit in a local financing institution. 

I think you are also familiar with my letter to Mr. Baughman of February 14, 
and Mr. Baughman’s reply dated March 2. 

The action taken by FNMA has been brought to my attention by a number 
of members of this association. It is the feeling of every member from whom 
I have heard that this action of FNMA is unnecessary, unwise, and inequitable. 
This action will remove from local financing institutions hundreds of thousands 
of dollars which belong to the borrowers in the local community. 

These escrow funds are not “excess” funds and they neither belong to nor 
are they the property of either the local servicing institution or of FNMA. 
These funds are derived from amounts which are paid monthly by borrowers 
for taxes and insurance. The funds are accumulated by the local servicing 
institutions throughout the year and as the taxes and insurance premiums become 
payable, they are paid from the funds which have been accumulated by the 
borrower for this purpose. 

Unless the amount of the annual taxes and insurance premiums have been 
overestimated, there is no such thing as the accumulation of “excess” funds 
with respect to any individual loan. At some point during the year all the 
funds which have been accumulated in escrow for any individual loan will be 
paid by the local servicing institution on behalf of the borrower whose funds 
they are. 

The recent action of FNMA, therefore, is not merely the siphoning off of 
“exeess” funds. What it really does is to remove from the local servicing 
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institution and from the local bank where the moneys have been deposited 
funds which belong to local borrowers and which will be used at some time 
during the year to pay local taxes. 

Mr. Baughman states in his letter that the recent FNMA action is not in any 
way intended to reflect upon the FNMA servicers and upon local depositaries. 
Mr. Baughman explains that by this statement he means to say that he is not 
worried about the safety of the funds which heretofore have been left on deposit 
locally. As a matter of fact, it was only about 2 years ago that FNMA required 
every servicing institution servicing loans for it to take out a fidelity bond 
in the amount of $100 per loan if the local servicing institution was not already 
bonded in this amount per loan. 

If Mr. Baughman admits he is not concerned about the safety of these funds 
if they are retained locally, then it is difficult to determine the reason for the 
decision to withdraw these funds from local banks and to concentrate them in 
the Treasury. Mr. Baughman states that the FNMA has full legal responsibility 
for funds collected from its mortgagors. This statement overlooks the fact that 
FNMA in its servicing contracts actually makes the local servicing institution 
fully responsible to it for the safety of these funds and for the payment of 
taxes and insurance when and as they become due. Mr. Baughman does not 
point any unfortunate experience with local servicing institutions as the reason 
for his current action. On the contrary, Mr. Baughman states, as I have said 
before, that he is perfectly satisfied with the safety of the funds if they are 
retained locally. 

Apparently, from what I can discover, the motivating influence for this recent 
action was to enable FNMA, because of the deposit of these funds in the 
Treasury, to reduce its overall outstanding indebtedness to the Treasury, to 
reduce its overall outstanding indebtedness to the Treasury and, therefore, effect 
a savings in overall interest charges which FNMA must pay to the Treasury. 

I suggest to you that the use of these funds for this purpose is of very doubtful 
legality. Were any private institution to use borrowers’ funds which had been 
placed in escrow under its supervision, and which funds belong to the borrowers, 
to reduce its own indebtedness, I am sure you would agree that any such act 
would inexitably produce deserved public criticism and the institution would 
be restrained from such action. It seems.to me that the FNMA ought to observe 
the same canons of corporate behavior as would be required of any private 
institution. 

It is the position of the members of this association who have written to me 
that this action of FNMA is a centralization of control and authority directly 
eontrary to the announced aims of this administration. It is the position of these 
members that funds belonging to local borrowers which will be used to pay local 
taxes, etc., ought to be left on deposit in local institutions unless and until there 
is some cause for the safety of the funds. 

I am sure you have only begun to hear from the various local servicing and 
financing institutions which this recent action of FNMA affects adversely. 

I am addressing this letter to you as Chairman of the Board of FNMA with 
the hope that you will call a special meeting of the Board of the Association to 
see whether or not the recent decision of the Board cannot be and should not be 
reversed. It is my understanding that the next regular scheduled meeting of 
the Board of the Association is not to be held until sometime in April. It is the 
feeling of those members of the Association that have written me that this 
matter is urgent and they request that it be considered at your earliest con- 
venience. 

Very truly yours, 
SAMUEL E. NEEL. 


HOUSING AND HOME FINANCE AGENCY, 
Washington 25, D. C., April 15, 1955. 
SAMUEL E. NEEL, Esq., 
General Counsel, Mortgage Bankers Association of America, 
Washington 5, D.C. 

DEAR Mr. NEEL: In response to the request in your letter of March 8, the action 
by which the Federal National Mortgage Association restricted the amount of the 
tax and insurance funds in custodial bank accounts has been carefully recon- 
sidered by the FNMA Board of Directors. 

The members of the Board were of the opinion that there were no new cir- 
cumstances or facts set forth in your letter sufficient to dictate a change from 
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the earlier carefully considered position of the association, concerning which Mr. 
Baughman wrote you on March 2. 

The association recognizes an obligation that its operations be conducted so to 
minimize its expenses, in a manner generally comparable to that followed by 
other financial institutions operating as a part of the private enterprise system. 
When a bank, for example, owns an investment portfolio of mortgages, payments 
by mortgagors of their tax and insurance funds are entered on the books of the 
bank in a special account. Thereupon the funds are commingled with other 
funds and become available to the bank for its general business purposes. 

As a financial institution that owns a substantial mortgage portfolio, the 
Federal National Mortgage Association likewise enters on its books in a special 
account the amounts received from payments made by mortgagors for taxes and 
insurance, and thereupon such amounts become a part of the corporate funds 
available for the general use of the association. 

FNMA’s liabilities include approximately $2.5 billion of borrowings from the 
United States Treasury and from private investors, the proceeds of which were 
used for corporate purposes, including the acquisition of the portfolio of mort- 
gages. From other funds that from time to time become available to the asso- 
ciation—whether arising from fees, charges, interest receipts, principal amortiza- 
tion, and other mortgage payments, or other receipts—the association pays its 
expenses, including interest charges, and reduces its outstanding indebtedness. 

Accordingly, it was the opinion of the members of the Board that the A xsocia- 
tion would not be subject to justified adverse criticism if it employs the funds 
that it receives in a manner fully analogous to the customary and accepted 
procedures followed, in similar circumstances, by a bank. 

As was stated in Mr. Baughman’s letter, the funds in question are placed with 
the United States Treasury. It appears probable that one of the principal -uses 
to be made of the funds will be to reduce the Association’s aggregate borrowings 
from the Treasury. A substantial reduction in interest expense will be effected 
thereby, estimated at $400,000 annually, and the Associations’ operations will 
benefit in proportion. 

You are assured again that your March 8 letter has received the earnest con- 
sideration of the members of the FNMA Board. 

Sincerely yours, 
ALBERT M. Coie, Administrator. 

Mr. Neret. In brief, this controversy arose over a decision of FNMA, 
in February of 1955, to require mortgage companies servicing loans 
for FNMA to remit to FNMA all payments made by borrowers to- 
ward taxes, insurance, and so forth, and held by the servicing institu- 
tion in escrow at local banks, where the total payments held in such 
escrow accounts totaled more than two times the servicer’s average 
monthly collections. Prior to this decision, local institutions had been 
permitted to retain such payments locally until the total funds on 
deposit exceeded $250,000. 

The effect of this decision was to greatly reduce the funds held 
locally in escrow, to enable FNMA to deposit such funds to its credit 
with the Treasury, and thus to reduce its own obligations to the 

Treasury. 

Under this decision, funds belonging to local borrowers and previ- 
ously held in local institutions and later used to pay local taxes, in- 
surance premiums, and so forth, are now entirely removed from the 
locality. They are now sent to a central Ney Hot 9 Ain Treasury— 
and they are used by FNMA for its own benefit to reduce its own 
borrowings 

Basical y, this argument is over whether a Government agency 
ought to be permitted to use borrowers’ funds to reduce its own in- 
debtedness, and whether local borrowers’ escrow funds ought to be 
permitted to be retained in local financial institutions until they are 
used. 
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As the correspondence indicates, the association supports the posi- 
tion of the local financing institutions. We suggest the subcommittee 
consider whether the facts do not justify a conclusion that FNMA’s 
current instructions should be rescinded, and adding right here at 
this point, Mr. Chairman, I again would like to state that I have the 
greatest admiration for Mr. Baughman and our arguments over this 
particular matters were of an entirely friendly nature. It is a ques- 
tion ef opinion and judgment. 

The institutions that 1 represent felt that Mr. Baughman’s decision 
could have been otherwise a great benefit to local institutions. True, 
he would not have been able to reduce his own borrowings from the 
Treasury. 

Mr. Rains. But he was using money that didn’t belong to him when 
he reduced the borrowings. Doesn’t that money belong to the bor- 
rower itself? 

Mr. Neri. Yes. Don’t misunderstand me. I don’t consider what 
Mr. Baughman did was illegal. I think it was unwise. 

Mr. Rarns. It is money in escrow in effect. 

Mr. Nee. That is correct, and our local institutions which would 
benefit by having this money held on deposit locally would very much 
like to see that particular decision rescinded. 

Mr. Rats. Yes, including small-town banks. 

Mr. Nee. Yes, sir. 

Mr. Rains. Mr. Neel, you seem to take a really conservative view 
about lowering that 3-percent stock subscription. Do you think all 
of your mortgage bankers agree with your view on that ? 

Mr. Neev. No, sir; I am sure they don’t. In fact, I know some of 
them do not. This is the view of the Board of Governors of the Asso- 
ciation and I believe of the majority of the members. However, there 
are certainly members of the Association—and I have heard and per- 
haps the committee has, expressions from some of them who take a 
different position—who feel that if the stock-purchase requirement 
were decreased, the services of the institution could be increased as far 
as local borrowers. I would like to point this eut, Mr. Chairman, that 
stock purchase requirement has a direct bearing on the extent to which 
this organization may at some time become self-sustaining. I am not 
a mathematician. But the ratio of stock bought by institutions who 
sell loans to the organization is what determines how soon, if ever, this 
institution can ever become owned and operated by private enterprise 
in a manner similar to which the Home Loan Bank System is. 

If you decrease that 3-percent figure, and I don’t know the precise 
figure, but if you decrease it substantially, you would postpone to a 
great extent, and maybe indefinitely, the ability of an institution to 
ever pay off the Treasury preferred stock. 

Mr. Rarns. Well, you are assuming, of course, that the participation 
remained the same. But if the participation went up considerably, and 
you didn’t cut it below 2 percent, the ratio of one-third would still 
be there but it would also depend on how much business they did in 
your mathematical equation, wouldn’t it ¢ 

Mr. Nuxew. Yes, sir; it does depend on that, but I might make this 
suggestion: The committee, in considering the stock reduction, should 
consider this stock ownership and get some kind of mathematical re- 
port to find out how much the best would have to be increased in order 
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not to indefinitely postpone the ability of the purchase of the stock 
to pay off the Treasury’s indebtedness. 

There is very direct relationship in there, Mr. Chairman. 

Mr. Rarns. Mr. Neel, I am sure that the members of this committee, 
and I think everyone of us, are interested as you are in protecting and 
preserving private enterprise, but as a servant of the people, we are 
concerned very greatly, and I think individually and as a member of 
the committee, with what I think are exorbitant discounts in the mort- 
gage market and failure on the part of the mortgage market to get 
money into all areas. 

The mortgage bankers seem more interested in putting it close to 
where they operate. I sometimes wonder if they are aware of the fact 
that since they are in a public service of this kind they ought to take 
a little different viewpoint about it. 

What can your people do about abolishing the terrific discounts 
which GI's are subjected to and homeowners throughout the country 
and making more mortgage money available in all areas? 

Mr. Neen. Well, it is, of course, Mr. Chairman, a serious problem. 
1 understand the committee’s concern over it. It is an area of legiti- 
mate concern. I don’t think it is an area in which there are any magic 
solutions or any easy solutions. In the first place, I ought to point out 
to the committee that the mortgage banker which comprises the large 
part of our membership is an institution which is a middleman in this 
transaction. 

The mortgage company is the company which intends to bring the 
persons with available money for investing together with persons who 
need it. While the mortgage banker frequently closes mortgages in 
his own name, he is not basically in the mortgage business himself. 
He represents the large insurance companies and savings companies. 
Therefore, the mortgage banker, my client, is the man in the middle 
of this transaction. Secondly, the mortgage concerns, Mr. Chairman, 
basically believe that a large part of these problems is the question 
of yield and interest rates. I would like to point this out to you: if 
vou consider the stock purchase requirement that Fannie May has 
currently in effect of 3 percent that in many areas Fannie May itself 
puts a mortgage on its books, as far as the seller is concerned, at a 
discount of as much as 7 points. For example, they are paying 97 for 
loans in many areas which is 3 points. They require a 11% total point 
servicing fee, a commitment fee. That makes it 414, and their 3- 
percent stock purchase requirement will get you up to 7 or 71% in 
many areas of the country, anyway. Sothe Federal Government itself 
has an area in which costs—if you don’t want to call them discounts 
call them costs—frequently total as much as 7 percent. 

Secondly, I think the committee should realize the extent to which 
investors of this country participated in the mortgage business in 1955. 

Life insurance companies, savings banks, savings and loan associa- 
tions, invested billions of dollars in mortgages in 1955, two or three 
hundred million dollars more according to my recollection than they 
have ever invested in any previous year. 

What happens is that in some areas, (a) the demand exceeds the 
amount of money available for development, and (b), the demand for 
other types of investments in 1955 picked up a tremendous amount. 
In a situation where there are 10 people competing for loaning funds, 
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let’s say 10 people competing for $10, obviously in a competitive 
economy which we still enjoy, the people who can more naturally 
approach the competitive price of money just like they can approac. 
the competitive price of bricks or anything else, are going to get the 
most money. Of course, the yield on FHA and GI loans is fixed by 
law. Now, our position is not unknown to you. It is not a very 
poe position on this particular matter. But our position is that 

asically the primary cause of dislocations in these markets is by 
reason of the fact that the rate on FHA and VA loans is fixed and 
does not bear any ioe vad relation to the market as it fluctuates 
from time to time. The only way in which the yield on FHA and VA 
mortgages can meet the competition of other yields is through the 
system of discounts and it is also true that in the areas where there 
is less local money available, where money has to come in from out of 
State, that the cost of money as in the cost of other commodities fre- 
quently in that community 1s going to be higher. 

Therefore, the discount is going to be greater. The national volun- 
tary home mortgage credit program has to a tremendous degree in 
the smaller communities helped to keep the price of money in those 
communities down to a very respectable figure, and it has encouraged 
people to go in with money who were never in such areas before and 
im most areas in that program, no matter what the conventional dis- 
count for money is in terms of the overall conventional rate, the dis- 
counts at which the investors through VHMCP has never been more 
than 2 percent under that program. 

Mr. Rats. I like that program and I am for it, but I can’t see any 
effect in the local areas. I don’t think the loans totaled more than 
$60 million which is a drop in the bucket. 

Mr. Nrew. Actually, they totaled about a hundred million. 

Mr. Rarns. The last figure we had was in our New York hearings 
from the vice president of Prudential. It is a good program if we 
can get it spread out before the people. 

Mr. Nerv. Like Mr. Baughman said, Fannie May is a baby. That 
program is even more of an infant than Fannie May because it started 
from conception in 1955 while Fannie May did have a history. 

But another point that I think the committee should recall is this: 
All of our indications are that this situation is improving. Competi- 
tion is kind of tough sometimes and it takes some time to improve, 
but the last report, for example, that I saw from FHA which was only 
last. week indicated that on a national average FHA loans of 25 years 
maturity with 10 percent down were selling at a national average of 
in excess of 97 percent. 

They varied from a low of 97 to a high of 99.5. 

Mr. Rarns. Let me ask you one other question and then I will pass 
on to my colleagues. I remember across the country we had many 
eminent mortgage bankers before our committee and they gave us a 
lot of fine information. 

One, as I recall, was Mr. Dovenmuhl, of Chicago. In a discussion 
with this committee he pointed out the fact that the only money which 
you actually have to lend, and that stocks compete for that money as 
well as mortgages, was the savings of the people. 

Mr. Neew. That is right. 

Mr. Rains. Now one of the items of very great concern to this 
committee would be some suggestion of hov; we could get more money 
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into the mortgage market. We realize there is a limitation on it and 
some of the sources that look like they could be tapped for home 
building, if we could get the proper kind of cooperation, would be 
pension funds of various types. 

What do you think : about it 4 

Mr. Neev. It is one of the most promising fields for investment, 
Mr. Rains. 

Mr. Rarns. And trust funds also. 

Mr. Nee. The association, a year and a half ago, set up a pension 
fund committee to try to attack this problem. It basically means a 
change in attitude on the part of the managers of the pension funds, 
either the New York banks or the individual managers themselves. 
They have traditionally been used to looking at investments of these 
funds in stocks and bonds. They are concerned about the complexities 
of a mortgage investment operation, although it does not have to be 
complex. 

What we have been trying to do is trying to find a means of con- 
vincing them that as far as their own ‘funds are concerned, that a 
mortgage is an ideally suitable means of investment and that we can 
tind some mechanics of handling that investment for them which will 
not increase their expense and not put them in the position of having 
to handle the mechanics that go along with it. 

It would be helpful to our efforts if at sometime this committee 
were to have a hearing, I think, and ask the people who manage pen- 
sion funds to come before you and explain why they don’t put some 
of this money in mortgages. 

Mr. Rains. We are quite interested in it. 

Mr. Nee. It would help us in trying to meet their objections. 
There are some indications that we are gradually breaking down this 
dam. But it is an educational process. Actually in my opinion they 
have got to invest in mortgages sooner or later because they will run 
out of other kinds of investments. 

They have got to diversify. We are trying to make it sooner rather 
than later. 

Mr. Rains. I think that is a good idea. Any questions ¢ 

Mr. McDonoveu. Isn't a a ome insured 414 percent mort- 
gage every bit as much security for a pension fund investment as an 
investment in common stock ? 

Mr. Neetu. It is a ae ag better investment, in our opinion, 
Mr. McDonough. Actually I don’t think they have quarreled about 
the nature of the security. They are worried about the mechanics in- 
volved and A and B, the people that. have invested the money, have 
just not traditionally known much about mortgages. 

It is so easy to call up a broker and say, “Buy 100 shares of this or 
10,000 of that.” It is a lot different with mortgages. Look at all 
of the trouble you have to go through with mortgage collections and 
that kind of thing. So we have to educate them. 

Mr. Ratns. Any other questions ? 

Mr. Apponizio. Mr. Neel, you are opposed to this recently an- 
nounced purchase option plan? 

Mr. Neex. Let’s put it this way, Mr. Addonizio: We are worried 
about what may be the results of it. It is a form of warehousing. 

Mr. Apponizio. Is this your own position or the position of the 
bankers that you represent ? 
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Mr. Neet. That particular position is an expression of the opinion 
of the Board of Governors, Mr. Addonizia. Any of these arrange- 
ments which encourage builders, building concerns, to enter into a 
program which may not be possible to be financed from the private 
sources of funds seems to us to present problems which may not be ap- 
parent at the time the commitment is made. 

Now it is true that this operation involves a sale of the loan to 
Fannie May with an option to repurchase, and to that extent, I think 
its operations may be rather severely limited. 

As I pointed out in my remarks, if they were limited, it would be 
of much less concern to us. 

Mr. Apponizio. Thank you. 

Mr. Rains. Thank you, Mr. Neel; we appreciate your testimony. 

Mr. Wipnah. May I ask one question ¢ 

Mr. Rarns. Excuse me, certainly. 

Mr. Wipnauw. Do you have any experience yourself that you can 
call upon to contrast time lags on direct loans to veterans before and 
now under the voluntary home mortgage credit program ¢ 

Mr. Negev. Those statistics are available, Mr. Widnall. 

Mr. Wiwnatt. The time between application and actual grant of 
the loan. 

Mr. Nee. I know that precise answers could be made to your ques- 
tions by Mr. Arthur Viner who is in the room. I think I should state 
this: Prior to VHMCP there were long waiting periods of veterans 
seeking loans because the funds were not available in sufficient quan- 
tities. Assuming a veteran can meet the requirements of VHMCP, 
assuming his credit is good and the house is available and there is 
adequate security, the VHMCP is required to give him an answer to 
his application in, I believe, 45 days, so that it cannot be any longer 
than that. 

And I think these waiting periods had originally been 6 months to 
a year or longer, maybe a year and a half. So assuming he can meet 
the requirements, it has greatly reduced the waiting period. 

Mr. Wipnati. What about the cost of a loan to a veteran, under the 
the prior direct-loan plan and now under voluntary mortgage credit? 

Mr. Neet. The cost to the veteran is practically the same, according 
to my understanding, with 1 or 2 provisos that I probably should make, 
and there again, I am subject to correction. 

One is that in some instances the Veterans’ Administration in mak- 
ing a direct loan, had paid legal fees incident to the closing of the 
loan, that is, actually paid them on behalf of the veteran. 

Under VHMCP, like any veteran getting a loan other than a direct 
loan, the settlement costs incidental to the transaction, whatever they 
might be, must be paid by the veteran. Those are the only costs that 
would be different. It would depend on the amount of the attorney’s 
fees. No discounts can be paid by the veteran in either program so 
they are not a matter of substance. 

Mr. Wipnatu. Thank you. 

Mr. Rarns. It is my information, Mr. Neel, that the Veterans’ 
Affairs Committee issued a report either yesterday or today, possibly 
accompanied by a bill introduced by the chairman, or I hear that it 
is to be, in which they claim that the referral of veterans’ loans, where 
they ask for direct loans, to the voluntary home mortgage credit 
program, is causing interminable delays. 
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Do you know anything about the report or the study ¢ 

Mr. Nest. I tried to get a copy, Mr. Chairman, but it was not avail- 
able yesterday and I have not read it. I would hate to comment on 
anything not read. From what I know of the program, I do not 
believe that would be an accurate statement. 

Mr. Rarns. That phase of it under veterans’ affairs. The volun- 
tary home mortgage credit program is under our jurisdiction. Would 
you wait a minute? I want to ask Mr. Baughman a question on this. 
Thank you for appearing before the committee. 

Mr. Nrev. You are very welcome, sir. 

Mr. Rains. A letter has been transmitted from the chairman of 
the Veterans’ Affairs Committee, Mr. Teague of Texas, to Mr. Spence, 
the chairman of the Committee on Banking and Currency and a copy 
to me as chairman of this subcommittee, in which they state their 
viewpoint. I will ask that it be put in the record. 

Would you come around, Mr. Baughman, please. While you were 
testifying this morning I intended asking you this question and it 
came up later in Mr. Neel’s testimony. Congressman Pilcher of 
Georgia and certain other Congressmen—and they are going to appear 
tomorrow—that is what I have reference to—have contacted me, as 
chairman of the committee, much in line with a viewpoint along this 
escrow situation expressed by Mr. Neel, and I have had letters from 
my home about it in which they are complaining about a change in 
policy, about requiring the escrow funds which used to be held in local 
banks throughout the country. 

Is there any real purpose in the present policy or any real need 
for it ? 

Mr. BavcuMan. Well, to give you a little history on the subject, 
for 11 years, up to 1949, Fannie May had all of the custodial funds 
come in to it. At that time they let them go out to the individual 
services throughout the country. 

In 1953 we put in a program—these sums are very sizable, while 
they are made up of small amounts here and there. They become 
sizable. I think they average now about $21 million. They were up to 
$24 or $25 million. 

In 1953 we put a ceiling on it of $250,000 for any individual servicer. 
He couldn’t hold more than that. In 1955 we decided that we should 
have custody of them and should have control of those funds and in 
view of the fact that we were responsible for them, we felt we ought to 
bring them in here, which we did, except for approximately 2 months’ 
collections to remain in the tax and insurance account, which would be 
sufficient for them to meet their ordinary tax and insurance payments 
and if they needed more, of course we would give it back tothem. And 
so I think for the sake of our responsibility in reference to the funds 
and also the fact that we could reduce our borrowings and we did save 
between $500,000 and $600,000 a year for the Government by reducing 
our indebtedness to the Government 

Mr. Ratrns. Oh, well, these funds didn’t get you that much savings, 
though. They are too minor to save $500,000 or $600,000 in interest. 

Mr. Baucuman. I beg your pardon. 

Mr. Rarns. How much did they run over the year ? 

Mr. BaucuMan. $24 or $25 million we pulled in. 

Mr. Ratns. And that fund is put back to the Treasury, is it? 
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Mr. Bavcuman. It is there available to anybody at any time, yes. 
Mr. Rarns. I have a little hard time understanding that as a lawyer. 


Escrow is a two-party job. I don’t understand it belongs to you, very 
frankly. 


Mr. BaucuMman. No, the funds belong to the mortgagors. 

Mr. Rains. And I don’t see where you have any right to put it in 
the Treasury of the United States and reduce that without any benefit 
coming to them. I don’t say that the benefit ought to accrue to the 


bank, but where does the borrower, himself, get any benefit out of the 
action ? 


_Mr. Baveuman. He doesn’t get any benefit if it is left in the banks, 
either, Mr. Chairman. 


Mr. Ratns. I would like to look into that. It is a turmoil for the 


Congress. We are local option boys pretty much. We are interested 
in the local banks. 


Mr. Baveuman. I will be glad to send you information on that. 
Mr. Rarns. We will put it in the record. 
(The information is as follows:) 


HOUSING AND HOME FINANCE AGENCY, 
FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Washington, D. C., February 24, 1956. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN Rains: During the course of the recent hearings that were 
conducted by the Subcommittee on Housing, Committee on Banking and Currency, 
House of Representatives, on the Federal National Mortgage Association and the 
general secondary mortgage market, a discussion was had with respect to the 
adoption by FNMA about 1 year ago of an administrative procedure which had 
as its purpose the establishment of a closer degree of Association control over 
its servicers’ local custodial bank accounts. 

I was requested to submit for the record a statement describing the Associa- 
tion’s policy and practice in regard to this procedure. 

Mr. Samuel E. Neel, general counsel of the Mortgage Bankers Association of 
America, in his statement to the subcommittee on February 16, questioned the 
propriety and advisability of the Association’s policy and practice of limiting the 
aggregate dollar amount of the tax and insurance (escrow) accounts of indi- 
vidual mortgagors that may be retained on deposit in the FNMA servicers’ local 
custodial bank accounts. With respect to the aggregate of tax and insurance ac- 
counts of mortgagors whose mortgages are being serviced for FNMA by local 
banks or by local services that do business with such banks, the organizations 
which the witness represents presumably object to the FNMA procedure which 
prevents the retention on deposit in local banks funds in excess of the amount that 
the Association considers is necessary to meet overall disbursement requirements ; 
under the Association’s present procedure, the excess funds in question must be 
remitted to the Association. Mr. Neel has suggested that the Association should 
revert to its former procedure under which, presumably, there would be no limita- 
tion whatever on the dollar amount of the tax and insurance funds of individual 
borrowers that may be retained in FNMA servicers’ local custodial bank accounts. 

The suggestion of the Mortgage Bankers Association and others that the 
current FNMA custodial account procedure be reversed appears to be based (as 
evidenced by the testimony and accompanying material) principally on the 
premises that (1) the FNMA action removed from local financing institutions 
large sums of moneys which belong to the borrowers in the local community and 
should, therefore, be retained in local banks until needed to meet their intended 
purposes, (2) the withdrawn escrow funds are not “excess” funds and that they 
neither belong to, nor are the property of, the servicer or FNMA, (3) unless a 
question of safety is raised, there is no logical basis for limiting the amount of 
the custodial funds, and (4) the action of FNMA in depositing any funds deemed 
to be in excess of immediate needs with the United States Treasury as a means 
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of reducing the Association’s interest expense is questionable and, in an analogous 
situation, a private institution would be subjected to adverse criticism. 

All of the above-cited and other factors were fully considered by the Association 
at the time the custodial procedure was adopted by FNMA’s Board of Directors. 
My comments regarding the major matters referred to in the testimony and some 
of the other considerations will be set forth in the following paragraphs. 

During the first 11 years of the Association’s operations, i. e., from February 
1938 through June 1949, servicers of FNMA’s mortgages were required to remit 
to FNMA, in full, their collections of installments of principal, interest, and 
deposits for the payments of taxes, hazard insurance, special assessments, ground 
rents, and other levies or charges. In July 1949 the funds then held by FNMA in 
the mortgagors’ tax and insurance accounts were transferred to the servicers 
concerned, for deposit in FNMA-approved custodial bank accounts in local 
depository banks, and subsequent collections were deposited in such banks. The 
banks were selected by the servicers. In 1953 FNMA established a dollar limita- 
tion of $250,000 on the aggregate of mortgagors’ tax and insurance accounts that 
could be held by any one servicer at any one time in such a custodial bank account, 
and required the servicer to remit any excess to FNMA, to be placed with the 
United States Treasury. Beginning early in 1955, the dollar limitation was 
changed (subject to a $2,500 minimum) to approximately 2 times the servicer’s 
average monthly collections applicable to mortgagors’ tax and insurance accounts, 
rounded to the next higher $500, but not in excess of $250,000; and, similarly, 
any excess was required to be remitted by the servicer to FNMA, to be placed 
with the United States Treasury. 

Under the procedure now in effect, the volume of funds that may be retained 
in the custodial bank accounts should be sufficient, according to the Association's 
surveys, to meet normal demands for the timely payment of taxes, hazard in- 
surance, ete. Custodial bank balances that are larger than are necessary to meet 
these normal requirements are regarded by FNMA as “excess funds” which, under 
the current custodial procedure, must be remitted to the Association. The term 
“excess funds” does not imply that the tax and insurance payments have been 
overestimated or overcollected. 

The Association has full legal responsibility, as you know, for the funds col- 
lected from its mortgagors and accumulated to provide for the payment of 
taxes, insurance, etc., and in view of that responsibility is obligated to main- 
tain close supervision and control of such funds. An alternate procedure would 
be to revert to the procedure in effect from 1938 to 1949 under which there would 
not be any custodial accounts in local depository banks. Still another possibility, 
under which there also would, presumably, be no accounts in local banks, would 
provide for direct servicing by FNMA itself of all mortgage loans held in its 
portfolio; under this latter procedure FNMA would not, of course, avail itself 
of the servicing facilities of local mortgagees. 

In addition to recognizing its legal responsibility for the custodial funds, the 
Association also recognizes an obligation that its operation be conducted so as 
to minimize its expenses in a manner generally comparable to that followed 
by other financial institutions operating as a part of the private-enterprise sys- 
tem. When a bank, for example, owns an investment portfolio of mortgages, pay- 
ments by mortgagors of their tax and insurance funds are entered on the books 
of the bank in a special account. Thereupon the funds are commingled with 
other funds and become available to the bank for its general business purposes. 

As a financial institution that owns a substantial mortgage portfolio, FNMA 
likewise enters on its books in a special account the amounts received from pay- 
ments made by mortgagors for taxes and insurance, and thereupon such amounts 
become a part of the corporate funds available for general use of the Association. 

FNMA’s liabilities include approximately $2.7 billion of borrowings from the 
United States Treasury and from private investors, the proceeds of which are 
used for corporate purposes, including the acquisition of the portfolio of mort- 
gages. From other funds that from time to time become available to the Asso- 
ciation—whether arising from fees, charges, interest receipts, principal amorti- 
zation and other mortgage payments, or other receipts—the Association pays 
its expenses, including interests charges, and reduces its outstanding indebted- 
ness. 

Accordingly, it was the opinion of the members of the board that the Asso- 
citian would not be subject to justified adverse criticism if it employs the funds 
it receives in a manner fully analogous to the customary and acceptable proce- 
dures followed, in similar circumstances, by a bank. One of the probable prin- 
cipal uses of the funds placed with the United States Treasury will be to reduce 
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the Association’s aggregate borrowings from the Treasury. While the funds 
with the Treasury will vary from time to time, on the basis of the present bal- 
ance the annual interest savings to the Government are estimated to be approxi- 
mately $600,000. 

Another factor which was considered by the Association prior to adoption of 
its custodial procedure is the comparative overall effect upon the Government 
from the viewpoint of Federal taxes that would be paid by banks based on income 
derived from their investment of FNMA’s custodial funds as contrasted with 
interest savings to the Government resulting from the FNMA practice of plac- 
ing a part of its custodial funds with the United States Treasury. Our studies 
of this phase of the situation led us to conclude that Federal taxes on income 
produced by the investment on the part of banks of a portion of the FNMA 
custodial funds would not likely equal the interest savings to the Government. 
Since portions of the custodial funds must be utilized from time to time for the 
payment of taxes, hazard insurance, etec., the entire amount of the funds could 
not be placed in long-term investments and consequently the interest return 
would probably not be great. We estimate that banks would have to net con- 
tinuously approximately 5 percent per annum on such funds in order to furnish 
to the Treasury, through the payment of 52 percent in Federal income taxes, 
an amount equal to the savings realized through FNMA’s praetice of placing 
the custodial funds with the United States Treasury. 

The viewpoint that tax and insurance funds paid by individual mortgagors 
should be retained in the locality of their source for the purposes of expanding 
the local economy has, I believe, been generally covered by my previous com- 
ments. It might be worth while pointing out, however, that, in a number of 
instances under the previous FNMA procedure, custodial funds have not been 
deposited in banks located in the communities where the tax and insurance funds 
originated. The mortgages that are being serviced for FNMA often cover proper- 
ties that are situated in areas somewhat removed from the location of the banks 
in which the FNMA servicers maintain the Association’s custodial accounts. 
The present procedure does not in that respect change the situation. It should 
be noted also that under any procedure the FNMA custodial funds are in fact dis- 
bursed in the area of origin through the payment of local taxes, hazard insur- 
ance premiums, etc. In actuality, the current procedure permits a substantial 
overall volume of mortgagors’ tax and insurance funds to remain on deposit in 
local depository institutions. 

One of the principal objections to FNMA’s custodial account procedure and 
the incidental benefits derived therefrom in the form of decreased interest costs 
to the Government is that the borrowers do no receive the benefits of the savings 
that accrue to the Association. The implication would appear to be that the 
borrowers would derive some direct benefit if the funds were retained in local 
banks until used as required to pay taxes or insurance. As a matter of fact, 
the borrowers did not, as far as I have been able to ascertain, receive, under 
the former procedure, any tangible benefits from the custodial funds while 
they were retained in local depository banks. The custodial banks, many of 
which, it should be remembered, were also FNMA’s servicers, did, however, 
benefit from the deposits. As such, these certain servicers benfited directly 
from the use of the borrowers’ funds in a manner which, in essential character, 
did not differ from the incidental benefit which FNMA now derives from its 
current procedure. Any such benefits should, in our opinion, accrue to the 
credit of FNMA in view of its responsibility for these funds rather than to 
individual servicers. A substantial number of FNMA’s servicers are also 
reported to have benefited, as a consequence of having placed these tax and 
insurance funds in certain depository banks by using such deposits as the basis, 
for example, for acquiring personal banking credits, or some other such per- 
sonal advantage. I must question seriously whether, in any such situations 
the consequential savings or earnings were made available to FNMA’s mort- 
gagors. It could be possible that the loss of these advantages may be a principal 
reason why some organizations have objected to a continuation by FNMA of 
its current custodial account procedure. 

It would appear that if the depository banks in question are merely banks of 
deposit, the service being rendered by them is no greater than would be rendered 
to any depositor maintaining a checking account, and the balance permitted 
to be retained would seem to be commensurate with the activity in such an 
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account. The investment benefit to a bank through the maintenance therein 
of a larger-than-necessary balance is an incidental benefit which, in view of 
my previous comments, would seem to be one which may properly inure to the 
benefit of FNMA and the Government. If the banks act both as servicers for 
the Association and as banks of deposit they receive as servicers additional 
compensation at the rate of one-half of 1 percent per annum of the unpaid 
principal balances of the mortgages being serviced and have the additional 
benefit of carrying on deposit the not unsubstantial balances of custodial funds 
which the Association still permits. Institutions other than banks which service 
mortgages for the Association derive their full compensation for such servicing 
from the one-half of 1 percent per annum servicing arrangements without any 
additional benefits resulting from investments of FNMA’s custodial funds. 

The adoption by the Association of the practice of limiting the dollar amount 
of the custodial funds on deposit in local depository instiuttions is not in any 
way intended to reflect upon the FNMA servicer, or upon the depository so 
affected, or upon the related community. The instructions to its servicers to 
remit a portion of the FNMA custodial funds on deposit in local banks were 
issued by: the Association’s Agency offices in line with FNMA’s policy of exer- 
cising a closer measure of supervision and control over funds for which the 
Association is responsible. As noted above, FNMA places all such funds with 
the United States Treasury. 

The FNMA current custodial procedure was thoroughly reviewed by the 
Association’s Board of Directors on a number of occasions subsequent to the 
inauguration of the action early in 1955. It has been the uniform opinion of 
the board that since the FNMA custodial procedure took into consideration the 
Association’s responsibility for the cutsodial funds and the savings to the Asso- 
ciation and the Government, the Association should continue the operation of 
the custodial procedure in its present form. 

I am glad to have had this opportunity to set forth in some detail, for the 
record, the information you requested me to submit. If I may furnish you with 
additional data on this subject, please feel free to call upon me. 

Sincerely yours, 
J. 8. BAUGHMAN, President. 


Mr. Rarns. I wanted to ask you that because Mr. Pilcher and 
1 or 2 others wanted to testify on that tomorrow, Mr. Baughman. 

Mr. Baucuman. You are welcome. 

Mr. Rarns. Thank you, gentlemen, for appearing. The committee 
will now stand in recess until 2 o’clock. 

(Whereupon, at 12: 10 p. m., a recess was taken to 2 p. m.) 


AFTERNOON SESSION 


Mr. Rains. The committee will be in order. 

The first witness is Mr. Milford A. Vieser, financial vice president, 
Mutual Benefit Life Insurance Co., Newark, N. J. 

Come around, Mr. Vieser. You have some gentlemen with you? 

Mr. Vieser. I have two gentlemen with me. 

Mr. Rarns. Come around, please, and identify the gentlemen with 
you for the record, please. 

Mr. Vieser. Mr. Norman Carpenter, second vice president of the 
Metropolitan Life, and Dr. Jim O’Leary of the Life Insurance Associ- 
ation of America. 

Mr. Ratns. It is nice to have you gentlemen. 

Do you have a prepared statement ? 

Mr. Virser. I have. 
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STATEMENT OF MILFORD A. VIESER, FINANCIAL VICE PRESIDENT, 
MUTUAL BENEFIT LIFE INSURANCE CO., NEWARK, N. J., ACCOM- 
PANIED BY NORMAN CARPENTER, SECOND VICE PRESIDENT; 
AND DR. JIM O'LEARY, LIFE INSURANCE ASSOCIATION OF 
AMERICA 


Mr. Vieser. We are grateful, Mr. Chairman, and the committee, 
for the opportunity to be here. We have read your reports with great 
interest and we consider that they are very able and very objective, and 
our objectives are very much in common. 

Mr. Rains. We are glad to have you appear before the committee, 
sir. 

Mr Vieser. My name is Milford A. Vieser. I am financial vice 
president of the Mutual Benefit Life Insurance Co. My associates 
are Norman Carpenter, second vice president, Metropolitan Life In- 
surance Co., and James J. O'Leary, director of investment research 
of the Life Insurance Association of America. 

We are appearing here today as representatives of the American 
Life Convention and the Life Insurance Association of America, 2 
associations of life-insurance companies which have a combined mem- 
bership of 253 companies, holding an estimated 98 percent of the assets 
of all United States legal reserve companies. 

The life-insurance companies provide an important source of real- 
estate mortgage credit in this country. We are concerned, therefore, 
about the preservation of a sound mortgage market, and it is for this 
reason that we believe it essential to present our views on FNMA. 

Last year the life-insurance companies made $6 billion on nonfarm 
mortgage loans, the largest amount they have ever made in a single 
year, of which $2.8 billion were Government-insured or guaranteed 
and about $2 billion were uninsured residential loans. During the 
decade 1946-1955 inclusive, the life-insurance companies made $37.8 
billion of nonfarm mortgage loans. Of this total, a little over $9 
billion were FHA loans, $7.3 billion were VA loans and $21.3 billion 
were “conventional.” In the conventional category about 60 percent 
were residential loans. Throughout the 10-year period, therefore, the 
life companies made approximately $29 billion of residential mort- 
gage loans. Of the total of $63.6 billion of FHA and VA mortgage 
loans made by all lenders in the period 1946-1955, the life-insurance 
—— made about 26 percent. 

The life-insurance business is, of course, delighted by the large 
volume of residential construction in the United States in the last 10 
years. We are very much interested in seeing higher living standards 
for the American people, in which good housing plays such an impor- 
tant part. At the same time we also recognize that a limit is placed 
upon the expansion of residential construction and the growth of the 
rest of the economy by our available national resources. 

The real capital formation of this country in any given year, in- 
cluding residential construction, depends basically upon the saving 
of the people. To attempt to press beyond the available saving at a 
time like the present, and to supplement saving with an expansion 
of commercial bank credit, leads to inflation. We in the life insur- 
ance business are steadfast in our opposition to inflationary policies 
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because we deplore the heavy inroads which rising prices make upon 
accumulated savings, including life insurance. 

Our thinking regarding FNMA is as follows. In the Housing Act 
of 1954, FNMA was given two main functions, one “the special assis- 
tance function” and the other the “secondary market function.” It 
is the latter to which most of this statement is addressed. In estab- 
lishing the second market function, it was the intent of Congress that 
FNMA should operate in a limited way. In order to insure this, the 
Act provided that FNMA must purchase mortgages at the market 
prices, that sellers of mortgages to FNMA must subscribe to stock 
of the Association in an amount “equal to or not less than 3 percent 
of the unpaid principal amount of the mortgages * * * or such 
greater percentage as may from time to time be determined by the 
Association,” and that FNMA must not make advance commitments 
to purchase mortgages. The following passage from Title IIT, Section 
304 (a) of the Housing Act of 1954 indicates the limitations placed 
upon the secondary market function : 

* * * The volume of the Association’s purchases and sales, aud the establish- 
ment of the purchase prices, sales prices, and charges or fees, in its secondary 
market operations under this section, should be determined by the Association 
from time to time, and such determinations should be consistent with the ob- 
jectives that such purchases and sales should be effected only at such prices 
and on such terms as will reasonably prevent excessive use of the Association’s 
facilities, and that the operations of the Association under this section should be 
within its income derived from such operations and that such operations should 
be fully self-supporting. 

At the time congressional hearings were held on the new FNMA, 
the life insurance business offered an alternative to FNMA in the 
form of a voluntary program by private lenders to make Government- 
insured and guaranteed mortgage credit readily available in small 
communities and in remote areas and to minority groups. We sug- 
gested this program because we thought that private lenders could 
solve the basic problems which were cited as justification for a FNMA 
activity or a direct loan program by the Veterans’ Administration, 
namely, the lack of ready availability of Government-insured and 
guaranteed mortgage loans in small communities and remote areas 
and to minority groups. 

We opposed the secondary market function in the new FNMA 
because we felt that the various deterrents placed in the way of easy 
access to FNMA would be removed by legislation at precisely the 
wrong time—in the midst of a general ecgnomic boom. 

As you know, the voluntary program was enacted as title VI of the 
Housing Act of 1954 as the voluntary home mortgage credit program. 
We and other lending institutions undertook to make it work despite 
the inclusion also of the secondary market function of the new FNMA. 
The program has been operating about 1 year and in this period it 
has succeeded in placing $100 million of loans. 

Actually we only got underway about June. The first 6 months 
were really organizational months. During the last 2 months the 
loans placed through VHMCP have been running at the rate of ap- 
proximately—actually over—$200 million per annum. We believe that 
good progress has been made through the voluntary program and that 
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it has shown a great deal of promise. An appraisal of it in the Presi- 
dent’s budget message follows: 


One of the most successful measures authorized by the Housing Act of 1954 is 
the voluntary home mortgage credit program. Under this program, applications 
to the Veterans’ Administration for direct loans and to the Federal National 
Mortgage Association for mortgage purchases are referred to private lenders. 
This program has already made conspicuous achievements in encouraging private 
financing of housing for members of minority groups and other borrowers in 
credit-short areas. Moreover, the rapidly increasing volume of veterans housing 
mortgages placed privately has made it unnecessary to use a large part of the 
additional authority provided for direct housing loans. Net expenditures for 
the veterans loan program, consequently, are expected to show only a minor 
increase to $71 million in the fiscal year 1957. 

We are now beginning to see a sharp expansion of the secondary 
market operations of FNMA. The new plan announced recently by 
Mr. Baughman, FNMA president, under which mortgages may be 
sold to FNMA with an option to repurchase at the same price within 
9 months, promises to step up FNMA secondary market activity at a 
faster pace. At the same time, in the President’s economic report 
there is a recommendation to the effect that the FNMA Board of 
Directors should be authorized to set the stock purchase requirement 
at or above 1 percent “on the basis of conditions in the housing mar- 
ket and in the economy generally.” It seems inevitable that if this 
proposal is adopted by the Congress, along with powers which FNMA 
already has, there is bound to be a drastic expansion of FNMA 
activity far beyond that contemplated when the FNMA was created. 

We believe that this is unsound on general economic grounds as 
will be discussed presently. Moreover, a further expansion of FNMA 
will inevitably place the voluntary home mortgage credit progpam in 
serious jeopardy. This would be unfortunate from the public interest 
viewpoint because the program has been useful in increasing the gen- 
eral availability of Government-insured and guaranteed mortgage 
credit in remote areas and to minority groups. The life insurance 
companies sincerely desire the voluntary program to be a complete 
success. They have given strong support to the program, but there 
is no doubt that a sharp expansion of FNMA will alm their enthu- 
siasm for VHMCP. 

We in the life insurance business are puzzled by Government policy 
regarding the residential mortgage market. On the one hand, last 
summer the Federal Reserve Bank of New York sounded a warning 
note to commercial banks against long-term warehousing of mortgage 
loans originated by private lenders on the ground that it was infla- 
tionary to bring commercial bank credit into the mortgage market. 
We have seen no evidence that the Federal Reserve bank has changed 
its thinking on this subject. On the other hand, we note the rapid 
expansion of secondary market purchases by FNMA and the new legs 
providing that sellers to FNMA may do so with an option to repur- 
chase at the same price within 9 months. 

If it was sound for the Federal Reserve Bank of New York to 
take steps to restrict the expansion of commercial bank credit going 
into the real estate mortgage market through warehousing arrange- 
ments, we wonder how it is sound for FNMA to bring bank credit into 
the same market through financing its purchases of mortages out of 
the proceeds of the sale of its debentures to commercial banks. 
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Basically, the expansion of FNMA’s secondary market purchases 
at the present time provides a means to support prices of Government- 
insured and guaranteed mortgages in the face of a huge demand for 
mortgage credit. This support operation is not unlike the support 
which the Federal Reserve gave to the Government bond market up 
to the spring of 1951. That support was abandoned because it was 
recognized that it was inflationary, and we contend that the support 
operation of the mortgage market by FNMA should be ended for the 
same reason. 

The real estate mortgage market is receiving a most generous share 
of the capital funds accumulated in this country. Appended to this 
statement is a table showing the sources and uses of capital funds in 
the United States in the past 6 years. It indicates clearly the large 
proportion of capital funds which have gone into mortgages. In 
1955, for example, of the total uses of funds amounting to $44.5 bil- 
lion, $17 billion went into the real estate mortgage market. Out of 
this total of $17 billion of mortgage loans $18 billion were residential, 
which means that last year the residential mortgage market absorbed 
more than the combined uses for corporate, State and local, and Fed- 
eral securities issues. And this was a year in which residential mort- 
gage credit was supposed to be tight. It was tight, but only related 
to the enormous demand for capital funds for residential construction 
and other competing uses. 

This table also shows that in the past 6 years the uses of capital 
funds have consistently run ahead of the supply of funds from non- 
bank sources. Throughout this period a substantial volume of com- 
mercial bank credit has been required, therefore, to meet the enormous 
demand for credit. This is the primary reason for the chronic in- 
flationary situation which developed, particularly in the residential 
construction field. 

We do not believe that there will be any reduction this year in the 
supply of residential mortgage credit from life insurance companies, 
savings banks, savings and loan associations, and similar institutions. 
Indeed, I would like to add this comment to my statement: Last year, 
1955, was the all-time record building year in the Nation. Last year 
was the second all-time record in residential building. 1950 was larger. 
And last year the life insurance companies placed $6 billion in non- 
farm mortgages. 

Now we have been running as an industry at the rate of about $4.7 
million to $4.9 million in nonfarm, so last year the life insurance in- 
dustry put in $1 billion more in nonfarm mortgages than ever before. 
Now what are we going to do this year? We have just completed a poll 
of 60 of our major companies. These 60 companies account for 98 
percent of our assets, and the result of that poll indicates that our 
industry is going to put somewhat more into the mortgage market in 
1956 than in 1955, just slightly more, but more than the alltime record 
of our industry. 

The huge supply is already easing the market. We believe, there- 
fore, that the private market can be relied upon again this year to 
meet the residential mortgage credit needs of the country provided 
that residential mortgage yields are not artifically depressed by the in- 
jection of commercial bank credit through FNMA, thus reducing the 
competitive position of residential mortgage yields relative to those 
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paid on corporate securities ,business and industrial mortgages, rev- 
enue bonds issued by State and local governments, and other invest- 
ments. 

We are strongly opposed to any measures which will lead to a fur- 
ther expansion of the secondary market operation of FNMA. The 
limited activity of FNMA as prescribed in the Housing Act of 1954 
should be adhered to, and if conditions of ease should develop in the 
market a beginning should be made toward liquidating FNMA’s large 
portfolio as provided in the law. 

I am also appending hereto an appendix on the sources of capital 
which I don’t need to read. 

Mr. Ratns. The attached statements may be included in the record 
at the end of these statements. 

(The information is as follows :) 


APPENDIX 
Sources and uses of funds in the capital market, 1950-55 


[Billions of dollars] 






































| | | 
| 1950 1951 | 1952 | 1958 1954 | 19551 

SOURCES | 

Policy reserves, time deposits, and savings | 
en RS See 5.8 | 8.2 11.7 | 12.7 13.8 13.6 
Other institutional funds. ---.....---.--- -.1 —.2 1.3 | 1.9 2.5 3.0 
Net pers’nal savings...........----------- 2.2 3.6 6.0 | 7.5 3.3 8.5 
Net corporate funds-.--_--..-.--- 7.9 1.8 2.1 1.8 1.9 9.8 
Net U. 8. Government funds- --_--------- -2 3.7 | 4.0 | 2.8 1.3 2.7 
Net State and local funds_--_--...-..---- -7 8 | 9 | 1.6 | 2.0 2.0 
Other nonbank sources. ---.--..-..------ 2.2 8 | 2.3 2.3 2.8 2.1 
Total n-nbank sources... .-------.-- 18.9 18.7 28.3 | 30.6 27.6 41.7 
Total bank sources. ----..------- 9.4 7.0 5.8 | 1.1 4.4 2.8 
| Ne ae ee oe ea era 28.3 25.7 34.1 | 81.7 32.0 44.5 
USES ; 
a Ok ee 10.1 9.3 9.0 9.8 12.5 17.0 
BE Cs ck Crew ca dcctntebes palate 12.4 5.6 7.8 3.4 5.0 15.2 
ee ee eee 3.6 6.0 7.4 6.8 5.6 5.3 
ONE 0 e.g oman ansigecionbene 2.7 2.0 2.0 3.9 5.4 5.0 
U. 8: Govermaes... ... 2-2 ik —,§ 2.8 7.9 | 7.8 | 3.5 2.0 
ita wi oir Be. 28.3 25.7 34.1 31.7 32.0 44.5 




















1 Estimated by the Life Insurance Association of America. 


Nore.—The above figures are on a net basis. The sources show the net new money available and do not 
take account «f funds received from repayments or amortization cf existing loans and investments. The 
uses are also net in that they indicate the increase in debt outstanding in the different categ»ries. 


Mr. Ratns. Do either of you gentlemen have any comment you want 
to add before we interrogate Mr. Vieser? 

Dr. O'Leary. No, sir. 

Mr. Carpenter. No, sir. 

Mr. Rains. We are glad to have you gentlemen here. We appre- 
ciate your statement. I have a little trouble getting it all to fit in 
with the problems as we find them all across the country. 

On page 3 you seem to imply in several places in your statement 
that FNMA is not necessary and that the private market will supply 
ample funds. I was just wondering if the pickup which you refer 
to in FNMA, even at the low prices which FNMA has, the pickup 
in business—doesn’t that indicate that there is a real need that the 
private market is not meeting? 
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Mr. Virser. I think that the private market has supplied sufficient 
mortgage funds for about 1,200,000 starts, and I think the private 
market will supply funds for that or slightly more this year. I think 
FNMA’s contribution has been quite small, compared to the total 
amount. , 

Mr. Rats. There is no doubt about it, but that is not my point. 
FNMA, in its present position, and I was complaining about FNMA 
this morning following the market—and they seem to hang to your 
position—that it is actually a disaster when the market needs some 
kind of support that they move into the market at all. 

Yet the increase in FNMA has been so great that it has been noted, 
and I was wondering if there was an increase in availability in the 
private mortgage market, why FNMA’s business would be going up 
all of the time. 

Mr. Vieser. I think the availability of mortgage money in the pri- 
vate market is increasing, just as FN MA’s is increasing. 

Mr. Ratns. Well, of course, builders, many of whom [ am sure are 
customers of yours, come to me and tell me that they don’t want to sell 
their mortgages to FNMA. I could name them but I don’t need to. 
They are known to you. They say they would much rather sell it to 
private financing for several reasons. First, they get a better break. 
They don’t like to buy all of that stock they have to buy. But they say 
it is either sell them to FNMA or not get any money. Is that right or 
not. 

Mr. Vieser. I would like to say this: I think part of the problem is 
one that was not touched on this morning when you talked about dis- 
counts, and that is the problem of quality. 

Many institutions, life-insurance companies, savings banks, savings 
and loans, have certain standards and there are some mortgages on 
quite rural properties and properties of minimum standards, and 
special-purpose properties that do not command the private market 
facilities and I think that the quality comes into Fannie May pur- 
chases, too. 

There are many that just don’t reach our standards and it may be 
debated whether they should be built or not but they are, and someone 
has to find a home for them, and it is Fannie May at the moment. 

Mr. Ratns. I can’t understand, Mr. Vieser, how a Government- 
guaranteed mortgage fails to meet the standard of any kind because it 
is an assured payment. I don’t understand how a Government-guar- 
anteed mortgage could not be accepted any time. 

Mr. Vieser. I think that is a matter of philosophy. I think there 
are differences of opinion in my own industry on that. I think over- 
whelmingly we feel that we must look at these securities, must watch 
the construction standards, must watch the credit standards. I think 
we as the trustees of all of these people’s money would be criticized by 
this committee were we not to sort of police FHA and VA. And so we 
do. 

In making my statement, I said there possibly was a difference 
in philosophy and that not all were in agreement, but overwhelm- 
ingly our institution does inspect. I know that is a rule of my 
company and I think many, many companies, but I can’t answer for 
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any specific company, but I do know that as an industry we inspect our 
security. 

Mr. Rarns. I have always regarded Fannie May as it is, as a kind 
of court of last resort for a man trying to sell his mortgages. Now, 
if it is that in the law and you seem to take the same viewpoint, and 
if they are doing only the type business that you say mortgage people 
don’t much care for, what objection is there to its operations then? 

Mr. Viesrer. I don’t want to say that the only reason is quality. IL 
think they go there for various reasons. Sometimes, it is markets. 
Sometimes it is areas. Sometimes it is quality. What is its value? 

Mr. Rarns. What is the reason for opposing it if it is only 
taking those mortgages which I got the inference from your statement 
were not being taken by the other mortgage markets ? 

Mr. Virser. Because I think that it is a supplement to bank credit. 
It has inflationary pressures. 

Mr. Ratns. There is one other statement that you made about the 
Federal Reserve. I assume you read the reports of this committee 
before you came. 

Mr. Vieser. Yes, sir. 

Mr. Ratns. We never would be able to find out that the Federal 
Reserve actually said anything on warehousing. We invited the gen- 
tleman who was purported to have made the statement before our 
committee, and he chose not to come. We were never able to find 
from the Federal Reserve in Washington that anybody ever gave such 
an order. 

Mr. Vieser. I think somebody said it was an order by innuendo. I 
don’t know. But it certainly had a slowing down process. 

Mr. Rarns. I didn’t understand that you were especially opposed 
to certain types of mortgage warehousing. 

Mr. Vieser. We are not; no, sir. 

Mr. Rarns. I didn’t think you were. 

Mr. Visser. No, sir; we are not. 

Mr. Rarns. We couldn’t find anything especially wrong about the 
business. 

Mr. Virser. We are not opposed to warehousing that provides in- 
terim financing from the construction of the property to the secondary 
market. That system of warehousing has been in being 20 or 30 years. 

Mr. Rarns. It is no innovation or anything new. 

Mr. Virser. However, it is a short term process. 

Mr. Ratrns. I understand. 

Mr. Virser. It could be 9 months for an existing house, it could be 
as long as 18 months for a construction tract. We have no quarrel 
with that normal banking process. 

Mr. Rarns. Mr. Addonizio? 

Mr. Appontzio. Mr. Vieser, you made a statement before about the 
quality of this mortgage financing. I believe you were present this 
morning when Mr. Baughman testified ? 

Mr. Virser. Yes, sir. 

Mr. Appontz1o. Didn’t he make quite a point of the fact that he uses 
the same standards that you people do and that he has rejected quite a 
few of them for that reason, that they don’t have the quality. 

Mr. Vreser. I heard that, and standards are applied by different 
companies different ways. Some companies have considered they will 
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not take 2-bedroom houses anymore, only 3-bedroom. Others say they 
have minimum 600 or 700 foot standards, and each one of them I believe 
makes their standards objectively and prudently in their best inter- 
ests. But there are degrees. 

Mr. Apponizio. I just wanted to say this. I think that life insur- 
ance companies are to be congratulated for the effort that they have 
made in trying to get the voluntary home mortgage credit program 
rolling. I am particularly proud of the record that Prudential Life 
Insurance Co. has made in my particular territory. If I remember 
correctly, Mr. Jewett testified before our committee in New York in 
that respect, and I think he estimated then that they were participat- 
ing to about 40 percent of the program. 

Mr. Rains. You mean the voluntary home mortgage credit 
program ¢ 

Mr. Apponizio, Yes. 

I was wondering what the percentage of the whole program life 
insurance companies are participating in? 

Mr. Vieser. When we came before the Congress with this proposal, 
we said that to be truly successful the program must have all lenders, 
savings banks, savings and loan, mortgage bankers, realtors, and all. 
We have gotten terriffic cooperation from the mortgage bankers and the 
realtors. The other lending institutions, to put it maybe crudely, are 
just getting off the ground. I would say roughly that about 90 per- 
cent of the funds or very close to 90 percent, maybe 86 percent to 90 
percent of the funds—I think probably it is around 86 percent and 
creeping up—come from life insurance companies. 

There is one thing I would like to say, Mr. Addonizio, that that 
figure of the Prudential is not correct. We have 75 major life in- 
surance companies actively participating in this program. We have 
another 25 who have said they would come in on certain bases. Some 
of them want 5 percent down, some 25 years, but we have a hundred 
companies that are now in this program, The measure of what a 
company does in this program is not dollars. The Prudential, for 
instance, may own so many billion of FHA loans, and I think we 
should take what they do in this program percentagewise. Now, if 
you do that, you will find that none of the big three, New York Life, 
Prudential, Metropolitan, or any of them are going ahead of the 
average of their holdings. 

Mr. Apponizt1o. Of course, this was in the month of October, and 
perhaps the figures have changed. 

Mr. Vieser. I think they are changing all of the time. But you 
will find this to be a fact: The companies are participating in about a 
direct proportion to their insured holdings. Many of the small com- 
panies are doing much better percentagewise than the big ones. 

Mr. Apponizio. Now, have you got any figures that show actually 
how many of these loans under this program have gone to minority 
housing ? 

Mr. O’Leary. I think on that question, Mr, Addonizio, it would be 
much better if you put that question to Mr. Viner when he appears 
before this committee, because we would be speculating on that. 

Mr. Vieser. He is executive secretary of the voluntary mortgage 
program. 

r. Ratns. Any questions, Mr. McDonough? 
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Mr. McDonoveu. Mr. Vieser, what percentage of the $63.6 billion 
FHA and VA mortgage loans made to all lenders in the period 1946 
to 1955 and life insurance companies made about 25 percent of them— 
now, what percentage of the loans made since Fannie May has been 
in existence were Fannie May-financed loans? I mean what per- 
centage of the total market does Fannie May invade? 

Mr. Vieser. It’s outstanding holdings of all mortgages after, I 
guess, 11 years is $2,500 million. Now, I don’t have what they did the 
last year, but their outstanding holdings are about $21 billion so I 
think we could relate that to the $63 billion. 

Mr. McDonoveu. So that it is a very small percentage of the total 
mortgage market. 

Mr. Vieser. I would say so, sir. 

Mr. McDonovcu. And your concern is that if it should be ex- 
panded, it might become greater and therefore interfere with private 
financing ? 

Mr. Vieser. Yes. This is a delicate operation. The Government 
certainly has the responsibility to see that there is an economic cli- 
mate in which we can provide enough mortgage credit for as many 
houses as we need. By the same token, it can’t inject into this market 
so much by these inflationary practices that we have an overabundance 
of mortgage money because the first thing that will happen if we 
inject an overabundance of mortgage credit is that the value of our 
existing housing inventory will decrease, and I can see nothing worse 
for the veteran or anybody in America than that. 

So it is a difficult skillful thing. You want enough but you don’t 
want too much. We are fearful that this would be a vehicle of in- 
flation. 

Mr. McDonoven. But you believe that if Fannie May were op- 
erated as the 1954 housing act provided, if it is adhered to within those 
limitations that you would not object to that. 

Mr. Virser. We would not oppose it; no, sir. 

Mr. McDonoven. Has the voluntary mortgage system reduced or 
increased the amount of business for the mortgage buyers in the 
market or has it reduced the amount that Fannie May would get if 
it hadn’t been in operation ? ' 

Mr. Vreser. I think so. 

Mr. McDonoveu. Now, do you know to what extent? 

Mr. Vieser. No. I think there are many byproducts coming out 
of this program. It has only really been in operation since June. 
Already builders are going into smaller areas and lenders are being 
educated that it isn’t so bad to loan in remote areas. I think they 
are byproducts that are going to have a beneficial effect but of course, 
it is pretty early to determine how great they are. However, if some 
of the proposals go through, I think the program will practically end. 

Mr. McDonoven. In my area—I am from southern California, 
which is, of course, a heavy building area 

Mr. Vieser. Well, I am loaning in Orange County. 

Mr. McDonoveu. Then you know the situation out there. We have 
to go to the eastern market for our financing, and Fannie May is very 
popular in some instances and unpopular in others, among the lenders 
out there. We find that earning money isn’t so easy to get at times 
and it does have an effect on keeping the market down. How do you 
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find your situation. Do you find good loans in the Orange County 
area where you are now loaning? 

Mr. Visser. We find some client loans there but frankly we are 
delinquent a number of tracts because it hasn’t been proven to us that 
they are needed. Of course, constantly I am amazed at the growth 
out there. I go back a year later and find out is all done. But it is 
a little different type of territory than a more stable area. 

Mr. McDonovueu. You have to have a lot of imagination. 

Mr. Vieser. I would say so; yes. 

Mr. McDonovueu. I know as to the area you are now making loans 
in now, the acreage could probably have been bought for $500 an acre 
10 years ago, certainly 15 years ago, and now you are loaning on 
$15,000 to $20,000 homes on acreage that is running up to eight to ten 
thousand dollars an acre. 

Mr. Vreser. And four houses to an acre sometimes. 

Mr. McDonoveun. So if you will allow your imagination to expand 
a little bit, you will find some good loans in southern California. 

Mr. Rarns. Mr. Vieser, in one of your statements you say you are 
worried about inflation. 

Of course, that isa bad and ugly word. It worries people in private 
business as well as those of us in Congress. But in a time if we are 
to have full employment and full development of the facilities and 
the demand which the people have, and the Congress has to help that 
demand, and you don’t have the mortgage financing available, you 
can also run into a recession, can’t you ? 

Mr. Vreser. Yes, sir. 

Mr. Ratns. So when you talk about inflation there is a gully and 
a valley just as deep on the other side that we don’t want to wander 
into also. You don’t believe that we should hang static 1,200,000 
units of housing a year, do you? 

Mr. Virser. No, sir. 

I have said before this committee in previous years that it would 
be a mistake to hang our sights on any figure. I think it is demand. 
It is the replacement of slums. It is the creation of units in accord- 
ance with family formation. I think if this country needs 1,500,000 
we should build 1,500,000 I don’t think we should peg it on any 
figure. 

Mr. Rarns. As to Mr. McDonough’s statement, we had a 5-day visit 
out there in his area, and as a Southerner I was truly amazed at 
their development, and with all the houses they had they still wanted 
more, and one of the clamors as Mr. McDonough said was they wanted 
more mortgage money. There were more and more people coming 
all of the time. So I don’t think we should ever make any little 
plans in the housing business because the people don’t have nearly 
enough houses if we can afford to finance it. 

Mr. Visser. That is right. 

Mr. Rarns. We appreciate your coming before our committee and 
your contribution has been helpful. 

Thank you, gentlemen. If you have any statements, we would like 
to have them. 

Mr. Carrenter. I would like to if you will permit me to touch 
briefly on the question of discounts 

Mr. Rarns. Yes, certainly. 
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Mr. Carpenter. As we understand the operation of the discount 
program in the life-insurance field. I would like to speak more par- 
ticularly about my own, the Metropolitan Life Insurance Co. experi- 
ence in this area. Our outstanding commitments on VA loans are 
now about 8 times what they were 2 years ago, about 8 times what 
they were at the end of 1953. 

Last year, our discounts were less than 2 percent on the average 
over the entire country. I have some question in my mind, and I 
mean this sincerely, I am uninformed, on where cases appear with 
these large discounts. They do not come to my attention. 

We are not offered these cases at discounts of this amount. I have 
a private belief which I admit that I can’t support that they probably 
are inferior in some way or other and will not meet the standards 
which we attempt to follow in the establishment of our standards for 
veterans housing loans and other housing loans, and I thought it 
was worthwhile to make that point clear, and I believe that the same 
thing is largely true of any associates here. 

Mr. Visser. I would like to follow that up, sir. Of course, this 
problem of discounts is not a happy one. Lenders are being accused. 
We have done a lot of work in our industry. In my own company, 
in 1955, the discounts we received on FHA-VA mortgages were about 
1.70, in other words, under 2. Now, I am either buying too high or 
something is wrong. I think this is a fact: I think that the discounts 
will be around 98, some at 97, some at 99, very few under that. We 
are studying the thing just as you are, and we get the impression that 
these big discounts are few and highly publicized. 

Mr. Apponizio. You are talking about insurance companies, now. 

Mr. Viesrr. Entirely. I can’t talk for the banks. 

Mr. Rats. I believe it was Mr. McDonough’s friend and my friend 
Earle Smith, an eminent home builder in Los Angeles, past president 
of the Los Angeles Home Builders Association—I am quite sure he is 
one of the best builders—who stated he was sometimes confronted 
with a 6 and 7 percent discount. 

Mr. McDonoven. That may be a sudden demand. It may be he 
doesn’t shop the market, he wants quick money. But he did make 
that statement, that he had frequently 6 or 7 percent discounts. 

Mr. Rains. Thank you, gentlemen, for appearing. We appreciate 
your contribution. 

The next witness is Mr. David L. Krooth, of the National Housing 
Conference. 

Come around, Mr. Krooth. 

I see you have a prepare dstatement, Mr. Krooth, so you may present 
it as you see fit. 

Mr. Kroornu. Thank you. 


STATEMENT OF DAVID L. KROOTH, APPEARING ON BEHALF OF 
THE NATIONAL HOUSING CONFERENCE 


Mr. Kroorn. I am happy to have the opportunity to appear before 
this committee again. I am appearing on behalf of the National Hous- 
ing Conference, a nonprofit organization which, for almost 25 years, 
has been devoted to the objectives of a comprehensive and balanced 
housing program. 
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SUMMARY STATEMENT OF OBJECTIVES 


Everyone knows the mortgage market is tight today. There appears 
to be a greater demand for mortgage money than the supply. Asa 
result, we are faced with the problem that mortgages are being sold 
at large discounts and that housing construction will be retarded due 
to the lack of mortgage financing. Such conditions have arisen in our 
economy from time to time. What is the proper function and role of 
the Government to prevent or alleviate such conditions. ‘There are 
several objectives which should be realized. 

First, the Government should take such steps as are necessary to aid 
in having an adequate supply of mortgage financing to meet the 
demand. 

Second, the Government should provide some support of the price 
at which financing is available. An adequate supply of mortgage 
financing at a fair price is necessary to assure that there is a sufficient 
volume of residential construction to meet the needs of the national 
economy generally, as well as the specific housing needs of the people. 

Third, to the extent that existing financing tools and resources do 
not meet the housing needs of people, the Government has a responsi- 
bility to provide additional tools and financing in order to provide 
housing for families of moderate income whose needs are now being 
neglected. 


FNMA—A PROFIT-MAKING MORTGAGE COMPANY 


Since 1954, FNMA has ceased to be a Government-owned corpo- 
ration. It is a mixed ownership corporation which is ultimately 
destined to be privately owned entirely. This program contem- 
plates that FNMA should operate at a profit, so that it can de- 
clare and pay dividends on the stock which is privately held, as 
well as the stock held and owned by the Government. 

As a matter of fact, last year FNMA did pretty well, since it 
announced that its annual earnings to June 30, 1955, were $35 mil- 
lion. It is operating like any private business, in the sense that 
it is paying the lowest market price for mortgages. It is also 
charging a profit-making level of fees. In addition, FNMA must 
require the seller of mortgages to buy FNMA stock in an amount 
equal to 3 percent of the principal amount of the mortgage in- 
volved in the purchase. 


FNMA SECONDARY MARKET OPERATIONS 


At the present time, in its secondary market operations, FNMA 
is following the policy of making limited amounts of money availa- 
ble—at a price. Under this operation, the law provides that 
FNMA shall purchase mortgages at their market price. More- 
over, the mortgages are to meet the purchase standards imposed 
by private institutional mortgage investments. ‘Thus, the purpose 
of this operation is merely to provide a degree of liquidity for 
mortgage investments and help improve the distribution of invest- 
ment capital available for residential mortgage financing. 

As presently constituted, this program does not provide any sup- 
port to the market, since FNMA in its purchases follows the mar- 
ket on down. 
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Let me take a specific example of an FNMA purchase of a 
$10,000 mortgage which is insured by FHA or guaranteed by VA. 
The following fees, discounts, or investments are required in con- 
nection with a typical mortgage sale to FNMA: 

1. Marketing fee of 4% of 1 percent. 

2. Typical discount, i.e., pay 97 cents on the dollar, 3 percent. 

Now, that figure of 3 percent is the average price paid by Fannie 
May last year. As you know under the published schedules of Fannie 
May there are cases where the price is as low as 9414 cents on the 
dollar. But I am presenting here the typical case. Investment in 
Fannie May stock, 3 percent. In other. words, 614 percent has to 
be paid to Fannie May. In addition, there are the following 
estimated— 

3. Investment in FNMA stock, 3 percent. Total, 614 percent. 

In addition, there are the following estimated costs involved, so 
far as the builder is concerned : 

1. Services of mortgagee, 114 percent. 

2. Construction financing, 1 percent. Total of 9 percent. 

It is true that the item of 3 percent representing the purchase 
of FNMA stock is an investment. However, private mortgage in- 
stitutions do not generally have the kind of capital where they’re 
looking for such investments. So, they require the builder to put 
up the 3 percent and make the investment in FNMA stock. 

To him, this is just an added cost of financing. He can hold the 
stock, or liquidate it at a much lower price than he paid. FNMA’s 
President acknowledged that the stock is just an added cost of fi- 
nancing. He can hold the stock, or liquidate it at a much lower price 
than he paid. FNMA’s President acknowledged that the stock is 
selling at large losses when he said some transfers have been made “at 

rices as high as 75,” a more typical price is about 60. Meanwhile the 

uilder will try to pass on as much of these financing costs as he can 
to the consumer. In this typical case, the total charges or investments 
involved in getting financing amount to 9 percent or $900 on a $10,000 
mortgage, which is insured by the FHA or guaranteed by the Veterans’ 
Administration. 

In January of this year, FNMA announced a new program under 
which it will purchase mortgages at current discounts, with an option 
to the seller to repurchase them within 9 months at the price paid. 

Under this program, there is an additional charge of 1 percent for 
the option given to the seller; so the expenditure required for the 
financing, in the example cited above, would be 10 percent or $1,000 
on a $10,000 mortgage. 

To get this option, the seller must buy stock in FNMA equal to 3 
percent of the mortgage and pay an option fee of 1 percent and a pur- 
chasing fee of one-half of 1 percent. If the seller exercises his option 
to repurchase the mortgage from FNMA at the sale-discount price, 
he still has to hold the stock in FNMA; so he has laid out 414 percent, 
besides paying 414 percent interest (plus one-half of 1 percent where 
FHA insurance is involved) for interim financing for 9 months. 

So far, I have been discussing the present FNMA policy as it relates 
to price. We come now to the second aspect of its operations, namely, 
the availability of a sufficient supply of mortgage financing. It must 
be recognized that the price for financing can be made so high as to 
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become prohibitive. Under such circumstances, the assurance that 
financing is available “at a price” is a mythical assurance. If the price 
is raised high enough, there will be no demand and, therefore, it can 
be argued that the supply of mortgage money is adequate to meet the 
diminished demand caused by prohibitive prices. 

Actually, many builders have availed themselves of FNMA facilities 
in order to work themselves out of critical cases, where they had ac- 
quired the land and undertaken building and other commitments. In 
such cases, a builder might be prepared to incur exorbitant financing 
costs in order to get his money out of a pending development. How- 
ever, faced by such prohibitive financing costs, he will not start a new 
housing development, and make new commitments. This is one of the 
reasons why there has been such a drop in the filing of FHA applica- 
tions and requests for VA appraisals. 

As your recent report states, the November figures are about 50 per- 
cent under those for the same month in 1954. There is one other im- 
portant tool which is lacking in the present secondary market opera- 
tions of FNMA, namely, the issuance of advance commitments to pur- 
chase mortgages. Generally speaking, such advance commitments are 
necessary to enable builders to obtain construction financing on rea- 
sonable terms. Since FNMA is not issuing advance commitments, 
many builders are not in a position where they can obtain construc- 
tion financing, at a reasonable price, based on a takeout for the mort- 
gages on completed houses. 

The recent FNMA program under which mortgage holders can sell 
mortgages to FNMA, with an option to purchase in 9 months, does not 
meet this need for advance commitments. That program merely adds 
somewhat to the temporary supply of mortgage money. And at a 
very high price as indicated above. 

Let us now consider what has been done under Fannie May’s special 
assistance functions. At the time that Congress rechartered FNMA 
as a mixed ownership corporation, it was apprehensive about the avail- 
ability of financing for mortgages originated under special housing 
programs designed to provide housing for segments of the population 
unable to obtain housing due to the lack of an established market for 
mortgages thereon, cases like housing for the military, disaster areas, 
cooperatives, and minorities were contemplated. 

Likewise, there was concern that the mortgage market might decline 
to a point where it might retard home-building activities and threaten 
the stability of a high-level national economy. 

To meet these needs, Congress authorized FNMA to make advance 
commitments to purchase mortgages, and to purchase mortgages over 
the counter, to the extent that the President determined such actions 
to be in the public interest. 

In 1955, Congress provided a similar authorization to FNMA with 
respect to mortgages on cooperative-housing projects insured by FHA 
under section 213; in this case no presidential determination was re- 
quired, as Congress made the determination that such special assist- 
ance was required. 

To carry out the special assistance functions, the Treasury Depart- 
ment was authorized to make advances of funds to FNMA against the 
receipt of its corporate obligations. Purchases and commitments 
were authorized for special-assistance functions in an amount not to 
exceed $200 million outstanding at any one time; in addition, FNMA 
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was authorized to provide 20 percent participations aggregating $100 
million out of a total financing of $500 million. 

Thus, the total special-assistance program from both sources would 
amount to $700 million. 

In view of the purposes of the special-assistance functions, it is 1roni- 
cal that FNMA is applying to this program many of the same prac- 
tices and policies it follows under the secondary market operation. 
This defeats the purpose of this program. Let me take a typical ex- 
ample of a case of fees and charges under special assistance involving 
a $10,000 mortgage. 

(1) Commitment fee, 1 percent; (2) mortgage discount, 1. e., pay 
98 cents on $1, 2 percent; (3) purchasing and marketing fee, one-half 
of 1 percent. 

The only exception is on military housing where they buy those 
mortgages at 9914. 

As in the case of the secondary market operation, these merely cover 
the takeout commitment for permanent financing; so we also have the 
following additional costs: 

Services of mortgagee, 114 percent; construction financing, 1 per- 
cent; total, 6 percent. 

It should be noted that in the example cited above, we do not have 
an investment of 3 percent in FNMA stock, since under the statute no 
such investment is required on the special assistance functions. These 
involve only Government funds. 

The same prices and charges have been applied by FNMA to the 
cooperative housing program under the special legislation enacted : 
by the Congress in 1955. In establishing the special assistance and 
cooperative purchase functions, Congress recognized that there was a 





special public interest which places these mortgages in this category. 
It contemplated that FNMA would purchase these mortgages at par, 
as it had done in the past when it operated with Government funds 


under similar authorizations. For although Fannie May was made 
a mixed ownership corporation in 1954, its special assistance functions 
are carried on on the same basis and as Fannie May had operated 
previously, namely, entirely with Government funds. 

Mr. Rarns. There is no mixed ownership involved there. 

Mr. Kroorn. That is right. 

By purchasing the mortgages at the present large discounts and 
high rates of fees, FNMA is defeating the purpose of this legislation. 

One important area intended to be served by the special assistance 
functions was minority housing. It was recognized that mortgage 
financing was less readily available for such housing and that the 
public interest required that the Government make such financing 
available through special assistance. 

Nevertheless, as of this date, the President has not even made one 
dollar of special assistance funds available for minority housing. 

Recommendations as to FNMA : 

What are our recommendations in order to make mortgage financing 
available for home building generally ? 

First. FNMA should provide some support in the market on FHA- 
insured and VA-guaranteed mortgages. I am not going to suggest 
the level at which the market should be supported, but certainly there 
IS no justification for allowing FHA-insured VA and VA-guaranteed 
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mortgages to sell at their current discount prices—sometimes as low 
as 7 points below par or even lower. ie 

Basically, we are dealing with a riskless security. Its intrinsic 
value does not require that the mortgages be sold at discounts in order 
to reflect possible losses in repayments. The only losses which could 
be incurred by FNMA are those which would result if it elected to 
resell the mortgages at a time when their market price might be lower. 
However, there is no reason why FNMA should resell mortgages in 
such a market. 

If FNMA feels that there are provisions in the present law which 
impose upon it a duty to make such sales, and evidently they have 
so stated, then such provisions should be eliminated from the law. 
If necessary the mortgages could be held until their maturity. How- 
ever, as a practical matter, it is not likely that this will be necessary. 
Rather as the mortgage market improves, and as the mortgages 
purchased have additional seasoning, they can doubtless be reoffered 
at later dates at prices which will avoid losses to FNMA: otherwise 
they should be held until they are paid off. 

In the 16 years when Fannie May operated as a Government-owned 
corporation, generally buying mortgages at par, it made a net profit 
of over $150 million, so that the business of buying mortgages at par 
and if necessary holding them has been demonstrated by the experience 
of Fannie May in some 16 years as being a business which need not 
involve operating at a loss. 

On the contrary, they made over $150 million or at the rate of $10 
million a year during that 16-year period. 

Second. Fannie May should be authorized to issue advance com- 
mitments so that builders can obtain construction financing. These 
commitments can be in the nature of standbys. They can be issued at 
price somewhat under the market. so that the builder will have an 
incentive to place the mortgage elsewhere by the time it is ready to 
deliver. The combination of such a price, plus a commitment fee, 
will avoid the dumping of loans in FNMA; at the same time, it will 
make construction financing available, on reasonable terms, due to 
the takeout. 

Third. FNMA should be authorized to make short-term loans, at 
reasonable interest rates, to institutional and other permanent lenders 
against the assignment of FHA-insured or VA-guaranteed loans as 
collateral. Such loans would increase, and help stabilize, the supply 
of funds for new mortgage loans. 

The banks had been supplying this type of financing until the Fed- 
eral Reserve report suggested by innuendo that they should discon- 
tinue it. Now, this is a proper function for Fannie May to take up. 
They would enable a permanent lender to anticipate investment funds 
that will become available to it at a Jater date. A condition of the 
loans should be that the funds would be used for further mortgage 
purchases at this time, in anticipation of the additional investment 
funds which will become available to the borrower in a year or two. 

Fourth. With respect. to special assistance and cooperative hous- 
ing functions, there was a special public interest which placed these 
residential mortgages in this category. Since FNMA is not. carry- 
ing out the congressional intent on this program, but is applying to 
it substantially the same policies as it does under its secondary market 
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operations, Congress should direct FNMA to purchase these mort- 
gages at par in recognition of the special public interest to be served. 

Mr. Ratns. You are talking about special assistance. 

Mr. Kroorn. Yes. 

We are pleased that your committee has taken this position at page 
21 of its recent Report on Cooperative Housing. 

Fifth. With respect to mortgages on cooperative housing, there 
should be a reaffirmation of the congressional intent thatt he FNMA 
authorization of advance commitments of $5 million for any one State 
(like the $50 million authorized for the Nation) is applicable to the 
amounts of commitments respectively outstanding at any one time. 

This also is in line with the recommendation of your committee at 
pages 21 and 22 of your report. These amendments to the FNMA 
legislation will be helpful primarily in carrying out the objectives of : 
(a) assuring the availability of funds for purchases of FHA- insured 
and VA-guaranteed mortgages; (b) having some market supports ! 
so such mortgages are bought at reasonable prices; and (c) having 
purchases of special assistance mortgages at par in order to carry out 
the public interest involved in those programs. 

Finally, we come to the need for a new nonprofit mortgage corpo- 
ration to supplement the operations of Fannie May. It should be 
recollected that the secondary and special assistance functions 
through Fanny May will not fulfill the larger area of Government 
responsibility to make housing available for those families of mod- 
erate income who are now neglected under our housing programs. 
Here, a different approach is required than that available through 
FNMA where it purchases FHA-insured and VA guaranteed mort- 
gages. What we need are new tools which will have the effect of 
providing housing at lower monthly cost. 

There is a serious problem in housing which has not been met 
by any existing iewildation. This: is the housing need of families 
of moderate incomes who are below the level which can be reached 
by private housing construction with present financing. These fam- 
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ilies are above the income level served by subsidized public housing. : 
In short, they are caught in the middle—with their housing needs 
neglected. 


A sound national housing policy requires a program that will meet 
the needs of these families of moderate income. Their needs can be 
met without Federal subsidies, under a program which would be 
privately owned and privately constructed. 

To bring the cost of housing within the reach of these moderate 
income families, it is necessary that loans be made available at lower 
interest rates and with longer-term amortization. To insure that 
the benefits of such financing are reflected entirely in lower monthly 
costs of housing to the occupant, this type of financing could be made 
available only to cooperatives and nonprofit corporations. 

The cooperative is a means for people building for themselves and 
owning as a group. There are certain savings that result from the 
use of the cooperative: 

First, there is the nonprofit feature, as people organize themselves 
and undertake and operate the project, without speculative profits 
on the land or sales of housing. Private builders would construct 
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the housing at reasonable contractor’s profits, but the profits of specu- 
lative building would be eliminated in this program. 

Second, cooperative owners of a group development can do much 
of their own work in maintaining the project. é 

Third, by having their homes built in a group rather than indi- 
vidually there are savings in construction costs. 

Even under the present FHA program on cooperatives under sec- 
tion 213, it has been found that savings have been achieved which 
overaged $20 per month as compared with housing built under other 
FHA sections. 

Mr. Rarns. If you will allow me to interrupt, it has also been found 
by the subcommittee that those same cooperatives built as you talked 
about with savings, with less restrictions by FHA that they could 
have been built under FHA mortgages with greater savings, too. I 
have in mind a cooperative which this committee saw in New York 
built by a great labor union and they didn’t use FHA financing be- 
cause it had certain restrictive requirements in the FHA setup which 
would be too expensive for them so they used conventional financing 
instead. 

Do you agree with that ? 

Mr. Kroorn. That is true, Mr. Chairman, and even though under 
the FHA program the level of fees that are charged are somewhat 
higher comparatively than the level of fees charged on other types 
of housing under that program—for instance, sales type cooperatives, 
and even though there are various other factors there which make 
for somewhat greater costs, the savings that are involved in the co- 
operative feature have nevertheless made it possible to produce housing 
at lower cost. . 

Mr. Rains. What you are talking about here is this new suggestion 
though is an FHA-insured cooperative, isn’t it ? aa 

Mr. Krooru. No, sir, this goes even further than that. This would 
set up a nonprofit mortgage corporation which would make direct 
loans to cooperatives and nonprofit corporations and operate on the 
basis without subsidy. 

Mr. Rains. Yes, I see that in the next paragraph. 

Mr. Kroorn. The use of cooperatives with Federal assistance has 
been successful in other fields, including rural electrification, farm 
cooperatives, and cooperatives of water users on irrigation projects. 

Families with moderate income should be able to get financing for 
such cooperative-group housing developments on terms which will 
make it possible for them to afford the housing. So should nonprofit 
developments of rental housing. This would include long-term loans 
for periods of 40 years, which would allow the people to spread pay- 
ments for the housing over the period of its useful life, rather than a 
part of that period. It would also include lower interest rates. 

Such a program would be possible through the establishment of a 
nonprofit mortgage corporation for cooperatives and nonprofit hous- 
ing. The Federal Government would initially subscribe to capital 
stock in this corporation aggregating $100 million. This stock would 
be retired from the proceeds of the sale of stock to borrowers who 
would be required to subscribe to such stock, concurrently with the 
purchase of their mortgages by the mortgage corporation. 

In this manner, the mortgage company would ultimately become 
privately owned by the housing cooperatives and other nonprofit com- 








76 INVESTIGATION OF HOUSING, 1955-56 





panies. This is the same procedure followed with the Federal home 
loan banks, in which all the Government’s stock has now been retired. 

It is also the procedure which has been set up for FNMA in its 
new charter, except that this nonprofit mortgage corporation would 
be owned by cooperatives and other nonprofit borrowers. 

At the time that they had acquired all of the stock and the Govern- 
ment stock had been retired. Meanwhile, it would be a mixed owner- 
ship corporation. 

When a mortgage is purchased by the mort gage corporation, the bor- 
rower would subscribe to capital stock in an amount equal to 5 per- 
cent of the mortgage. However, the borrower should be permitted 
to pay for its stock subscription in installments—a part to be paid 
when the loan application is made, a part at the closing, and the bal- 
ance over a period of years. This will reduce downpayments to the 
reach of the families of moderate income to be served. 

The mortgage corporation would use its initial capital to purchase 
an initial group of mortgages. When the corporation had pur- 
chased a number of mortgages, it would be authorized to issue bonds 
in an amount equal to the unpaid principal of the mortgages held 
by it. Thus, the basic underlying security behind the bonds of the 
mortgage company would be sound, since it would consist of mort- 
gages on cooperative and nonprofit housing projects which had been 
built under the supervision of the mortgage corporation. 

The bonds of the mortgage corporation would have the same type 
of guarantee as FHA-insured mortgages. In the event of a default 
in those bonds, as in the case of FHA-insured mortgages, they would 
be exchangeable for debentures of the Government which would be 
guaranteed. Reserves equal to one-quarter of 1 percent of the amount 
of the mortgages would be set aside each year as a protection against 
defaults. 

This would provide the same protection against loss as is present 
under the FHA insurance program. Because while they collect one- 
half of 1 percent they use a part of that for their administrative ex- 
penses, and only a part of it goes into reserve accounts. Loans would 
be made to cooperatives and other nonprofit corporations at an inter- 
est rate representing the cost of money to the mortgage corporation 
plus one-half of 1 percent. Part of this would cover administrative 
costs and the balance would provide a reserve against losses. 

It is expected that the interest rate would be about 314 percent, 
based on the cost of money to the mortgage company on its consoli- 
dated financing, plus its cost of administration and its reserves. 

On $10,000 of financing for a home over a period of 40 years, the 
monthly carrying charges would be 38.70. This compares with the 
present monthly carrying charges of $58.50 on an FHA-insured mort- 
gage of 25 years, and $53.70 on a 30-year mortgage. It is a reduction 
of $15 to $20 per month in carrying charges. 

That is merely as a result of the new method of financing. More- 
over, this program would not involve mortgage discounts or broker- 
ages and other financing charges. 

The nonprofit mortgage corporation would not sell the mortgages 
which it purchased, but would pool them as security for its consoli- 
dated financing. This would provide protection and diversity of se- 
curity. The project mortgages would all be serviced by the mortgage 
corporation on a nonprofit basis. 
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The bonds of the mortgage corporation would represent an attrae- 
tive investment. They would tap large new sources of funds for 
housing investments. Purchasers of these bonds would not have 
the problems involved in owning or servicing mortgages, but would 
merely clip coupons to collect interest on the bonds. 

We believe labor unions and other institutions interested in cooper- 
ative and nonprofit housing would be prepared to invest large sums— 
from pension and other funds, which amount to over $15 billion, in the 
bonds of the mortgage corporation. 

These sources have not been prepared generally to make investments 
in mortgages because they involve servicing burdens and long ma- 
turities. 

The mortgage corporation would retain and service the mortgages 
and issue bonds against them, with attractive maturities, so that we 
feel that this would tap these pensions and other funds. 

Thus, the nonprofit mortgage corporation would not only provide 
an assured source of low-cost financing for cooperative and nonprofit 
housing, but would also provide the means for securing the invest- 
ment funds to be used for this purpose through the sale of its bonds. 

This type of low-cost financing would be made available only to 
cooperatives and other nonprofit organizations who could demonstrate 
that they will achieve additional savings—through the use of non- 
profit and other features. In short, the savings involved in this 
program represent a combination of savings (a) in the nonprofit 
undertaking and operation of the projects, and (6) in the nonprofit 
financing with long-term loans at low interest rates. 

As part of its servicing of the mortgages which it purchases, the 
mortgage corporation would provide the assistance and supervision 
required to assure that cooperative and nonprofit housing projects 
are soundly constructed and operated, with all necessary protections, 

It is recognized that such projects require such additional assistance. 
In dealing solely with housing cooperatives and nonprofit organiza- 
tions, the mortgage corporation can gear its operations to meeting 
these problems. In this way, it can help develop an evergrowing 
strength and confidence in the program. 

This program would make it possible to meet the housing needs 
of families of moderate income for whom housing cannot now be 
built with the tools available under existing legislation. In fact, 
the program could be limited to serve only such families whose needs 
cannot be met without the aid of nonprofit financing. 

In this way the existing agencies would continue to finance the 
programs which they are presently financing, and the new program 
would serve a market which is now neglected and where the needs of 
the people are not being served. 

Thank you. 

Mr. Rarns. Thank you, Mr. Krooth. Thank you for a very inter- 
esting and informative statement. I know in the first part of your 
statement, you agree in the main with some of the observations the 
committee has made, and some of the reports we have issued. But the 
latter part of your statement is a brand new idea, one that is having 
consideration, in that there is certain legislation you may see in the 
not too far distant future that has such ideas in it, especially as 
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relates to housing for the elderly. I would like to ask you about one 
question. 

Do you really think that with a nonprofit organization such as 
contemplated—and we have seen some of them which have been built 
with conventional financing—that union pension funds and trust funds 
of various types, because of their aversion to servicing of mortgages 
would go into this type of financing ? 

Mr. Kroorn. Yes, I do; sir. I have tried very hard to get those 
penston funds to make some investments in mortgages on cooperative 
and nonprofit projects and the unions and the people who manage 
those funds have been sympathetic with the objectives, but they have 
come up with these two arguments. ’ 

They don’t want the long maturities, and they don’t want to get 
involved in the servicing of mortgages, and have suggested that if 
there was some way they could help the program witout getting 
involved in those things, they would be cooperative. I honestly be- 
lieve—of course, we can never know until we try—but I honestly 
believe that large resources could be obtained. 

Mr. Rains. Would the interest rate be sufficiently high to interest 
them ? 

Mr. Kroorn. Well, as I see it what would be involved would be 
to issue probably bonds with an interest rate of about 3 percent and 
a 10-year maturity and it seems to me that taking into account that 
maturity and the fact that there would be no risk involved in the 
bonds, that they would be prepared to take them. Actually 

Mr. Ratns. What would become of the bonds at the end of the 10 
years if they didn’t want to buy them back? 

Mr. Kroorn. Well, actually, as you know, most of the financing is 
done on a shorter term than necessarily the portfolio that would 
underlie it. The mortgage company would take all of the mortgages 
which it purchased and it would hold them and service them. Now, 
it would finance on the basis of 10 years, and then at the end of that 
term it would refinance again on the basis of 10 years, or whatever the 
best rate might be or the best term would seem to be in the current 
market. 

In the meantime, some of the mortgage loans which they will have 
made will have been substantially retired. In effect, what is involved 
is instead of issuing 40-year bonds all at one time, there would be a 
program for periodic refinancing. It might be at 10-year intervals. 
At times, it might be 15 years which would be more appropriate. 

Mr. Rains. I have thought of the same thing you are suggesting 
about financing. It might be well termed a debenture situation as 
related to farm housing but I don’t quite understand how you would 
hope to get the financing that might be necessary to carry it on, we 
will say, on the third step of that 40-year housing, because it seems to 
me that the housing might be in such condition that financing would 
not be very much looked on with favor. 

Mr. Kroorn. Well, as a matter of fact, our experience has been just 
to the contrary. ak Ot 

If you have a project which is owned by the people, which is true of 
a cooperative, the people have an investment in the project and an 
increasing investment as the years go on and so they really take 
care of the property. 
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I have seen it in connection with some projects which under the 
legislation that this committee recommended and which was enacted, 
PHA on some of the warehousing, it is ofttimes 15 years old, and 
sometimes when it is offered for sale not in the best condition, and 
they give the people an opportunity to buy it first, and I have seen 
several of these projects pass into the ownership of the people in a 
cooperative and as soon as that happens, the people start improving 
the project, and as the years go on, the projects get to be more and 
more attractive and we start out with the concept that these houses 
would not be built on a speculative basis but would be built the way 
insurance companies build when they are building for long-term hold- 
ing, they would be built to last for 40 years and they would be main- 
tained to last for 40 years, with replacement funds, to replace each 
item in the building as it wears out so that it—actually, recently we 
worked in Bridgeport on a project which was 38 years old. 

It had been built during World War I and the people took it over 
as a cooperative, and it is still in very fine condition. 

Mr. McDonovueu. I don’t recall your outline providing for main- 
tenance and replacement. You provide for issuing mortgages and 
so on, but how do you provide for maintenance and replacement ? 

Mr. Kroorn. Well, the project itself would be owned by the co- 
operative, and the cooperative which owned the project would have 
its budget and in its budget would be included a substantial sum for 
replacements and another sum for repairs, and so forth, just as 
on a—— 

Mr. McDonoveu. That would be a requirement before the loan was 
issued. 

Mr. Kroorn. That is correct, just as on a 213 housing, cooperative 
housing project, FHA now and a mortgage institution who would 
buy the mortgage would lay down the rule that there must be a 
sound budget with substantial amounts set aside to assure that the 
properties will be properly maintained. So here the mortgage cor- 
poration would lay down this requirement and supervise and police 
it so that the borrowing corporation would have to have that kind of 
budget and have to collect that kind of money and set it aside for 
those purposes. 

Mr. McDonovexu. The occupant would be a member of the co- 
operative. 

Mr. Kroorn. That is correct. 

Mr. McDonovueu. He would not own his housing. 

It would be part of the corporation’s assets. 

Mr. Krooru. In effect, the corporation has the title but the cor- 
poration is owned by the people. Each member of the cooperative 
would have a share of stock so that he would have a share of the 
ownership of the corporation. 

The stock would be held only by the people. 

But in addition to that, we believe strongly that there should be an 
identification of each individual with the home he occupies and so 
he gets what amounts to a perpetual to the use and occupancy of a 
designated unit, his own home, so that he will feel that he can improve 
it ‘and sell-it and so on, that he can pass it on by will or sell it along 
with his share of stock. 

Mr. McDonoven. At a specified rate per month. 
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Mr. Kroorn. He pays a specified rate per month which is his share 
of the total cost of operating the project along with his share of the 
debt service. 

Mr. McDonovuanu. How do you provide for defaults? 

Mr. Kroorn. Well, as a matter of fact the experience has been that 
several things are done. 
ete very substantial reserves are created to protect against 

efault. 

Secondly, if an individual fails to meet his payments, then while a 
reasonable period of grace is allowed to him, he is not allowed to stay 
in his unit any more than he would be allowed to stay in his home, 
without making payments. And in that case, the cooperative would 
recapture the unit. 

Mr. McDonoueu. He is evicted. 

Mr. Kroorn. Yes, and they would resell. 

But here is where it differs from a normal home foreclosure. There 
is very little expense involved because it doesn’t involve going to 
court or anything of the sort, and the cooperative resells the unit and 
out of the proceeds they take the money that they need to make up 
the defaults that accrued, and they return the balance to the individual 
who defaulted, and actually, there have been cases like that where 
even though a man is evicted from his home because he doesn’t have 
the money to keep up his payments, he doesn’t lose his investment. 

Now, out at Greenbelt, which was taken over b 

Mr. McDonoueuH. Wait a minute, let me follow that. You mean 
that the individual who is in default we will say for a period of 3 to 
4 months and he originally agreed to go into this cooperative unit with 
the understanding that if he did default he would be evicted. 

Mr. Kroorn, That is right. 

Mr. McDonovueu. So therefore, there is no court case. It is a 
contract. 

And he could contest that in court. 

Mr. Kroorn. But he would not prevail. 

Mr. McDonoveu. Then out of the general reserve they provide—— 

Mr. Kroorn. No; they recapture his unit and his stock and his 
long-term leasehold on the apartment, and then they turn around 
and sell his stock and long-term leasehold to somebody else. 

Mr. McDonoueu. So he is out of it. 

Mr. Kroorn. Yes. Now, suppose he has $500 in the deal at that 
time. Suppose they realize $500 on a resale. 

They take the $500. He has owed for 3 months, let us say. He has 
owed $180. So they take the $180. There is $320 left. They re- 
turn that to him. The corporation isn’t out because they resold the 
unit to someone else for $500. 

Also, the corporation didn’t lose, even during the 3 months that 
he was in there, and didn’t pay, because when they resold his unit 
they took out enough money to make up those defaults. Now, the 
interesting thing is that out at Greenbelt where the people took over 
1,600 homes under a cooperative, 3 years ago, whereas they do have 
vacancy and collection reserves they set up, their actual vacancy 
losses on units under cooperative ownership is zero because they 
always resell the unit, and recapture that amount. 

Mr. McDonoveu. Now, this individual that was evicted and was 
returned $320, he invested. Why should we discommode the man 
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and throw him out? Why don’t they use his reserve to pay the de- 
fault and let him stay there? 

Mr. Kroorn. It would be nice if they could, and if they had enough 
resources they might be able to but they took that $500 that he paid and 
they had to pay that to the builder because their mortgage may have 
been a 90 percent mortgage and they don’t have that $500 at that 
point in their treasury to carry them along. At some later date, they 
might have it when they build up their reserves enough and at that 
point I would agree with you that it would make a Tot of sense to 
to that. 

Mr. McDonoven. But his $500 investment is only assured him as 
long as he makes his monthly payments. 

Mr. Kroorn. That is right. Now, when he is finished paying off 
his share of the debt payment and in a long-term loan that will be 
a long time, but on some of these other projects that have been ac- 
quired by cooperatives from public housing, the mortgage is 20 or 
25 years, and also they have the opportunity, if they want to, instead 
of making a 10-percent downpayment to pay the full price of their 
unit which might be under that type of program $3,500. 

If he pays the full price of his unit now or at any time, possibly 
at the end of 25 years, from that time on then all he pays is his share 
of operating expenses. He doesn’t have any more debt to pay on 
his unit, any more carrying charges. 

Mr. McDonovueu. Who is obligated to pay the taxes on such a 
unit ? 

Mr. Kroorn. The cooperative itself which has the title, and they 
pay full taxes. 

Mr. McDonovuen. Does the price per month include his share? 

Mr. Kroorn. Yes; it includes his share of the insurance and taxes 
and everything else. 

Mr. Rarns. There is only one thing that worries me. Taking 
round figures, you said it would be around $38 a month or so to finance 
it. I live in one of these cooperatives, so I have a little experience 
with them. 

Mr. Kroorn. You must be an expert. 

Mr. Ratns. But the amount of his maintenance and support and 
preservation of the building, of course, is added to that $38 and so 
much a month. So, does he get out really with the cheaper rent in 
the long run, considering the fact that the financing as well as the 
maintenance and operation must be paid by him? 

Mr. Kroorn. Yes; we made a study of that several years ago and 
we made a comparison between 2 types of projects, a 608 project and 
a cooperative housing project, and we found that apart from differ- 
ences in financing costs there was a saving of $21 a month; $5 of it 
was because there was no profit and the 608 had a profit. 

Five dollars of it was that 608 project set up a 7-percent vacancy 
and collection loss and then if they don’t have the loss that is just 
additional profit and, finally, whereas the average operating and main- 
tennace expense on an FHA rental project was $33, experience showed 
that these could be done on the basis of $22, so there was $11 saving. 

So the combination of that was a saving of $21. In the example I 
gave I was using just a saving of $15 because I think maybe these 608’s 
were a little more expensive than perhaps they should have been, and 
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I was trying to present what was a more fair comparison, I thought, 
so that I would say the total savings might be through nonprofit and 


long-term financing, and the co-op might be around $30 a month. 
Mr. Rains. Any questions? 


Mr. Wipna.t. No questions. 

Mr. Rarns. It is a very interesting suggestion, Mr. Krooth, and you 
presented it very well. We appreciate your appearing and we appre- 
ciate your contribution to the hearing. The committee will stand in 
recess until 9:30 tomorrow morning. 

(Whereupon, at 3:40 p. m., a recess was taken, to reconvene at 
9:30 a. m. of the following day, Friday, February 17, 1956.) 
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FRIDAY, FEBRUARY 17, 1956 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON HousING OF THE 
BANKING AND CURRENCY COMMITTEE, 
New House Office Building, Washington, D. C. 

The subcommittee met at 9:30 a. m., the Honorable Albert Rains, 
chairman, presiding. 
ae Messrs. Addonizio, Widnall, O’Hara, McDonough, and 

rown. 

Mr. Rains. The committee will please be in order. I know that 
we have a rather full schedule and I am hoping that we can wind 
up by noon because I need to get out of town to Alabama this after- 
noon. 

The first witness is Mr. Joseph B. Haverstick, accompanied by Mr. 
George S. Goodyear, National Association of Home Builders. Come 


around, please; we are glad to have you, gentlemen, and you may 
present your testimony. 


STATEMENT OF JOSEPH B. HAVERSTICK, PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS, ACCOMPANIED BY GEORGE S. 
GOODYEAR, FIRST VICE PRESIDENT, NATIONAL ASSOCIATION OF 
HOME BUILDERS 


Mr. Haverstick. Thank you very much. I would first like to intro- 
duce myself as a builder, actually a second-generation builder, from 
Dayton, Ohio. I have just been elected president of the National 
Association of Home Builders, an organization I am sure the commit- 
tee is familiar with. We are proud to say that we have about 37,000 
members now and are represented in 243 different cities in the United 
States with local affiliated associations. 

Mr. Rarns. It is a very great organization, and we are glad to have 
you here this morning. 

Mr. Haverstick. Mr. Goodyear is a builder from Charlotte, N. C. 
He is our vice president and heads our governmental affairs division. 
He will present our testimony to the committee. 

I would like to say this: We in N. A. H. B. have long supported 
FNMA. We know that it is a vital part of the Nation’s mortgage 
credit system, and Mr. Goodyear and the other officers and myself 
are happy to have the opportunity to assist the committee in any 
way possible on the subject. 

Mr. Goopyear. Mr. Chairman and members of the committee, for 
the record, my name is George S. Goodyear, and I am a builder from 
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Charlotte, N.C. I would like to say, Mr. Chairman, that we have read 
with interest the reports that your committee has filed from the field 
and we recognize the important work that you are doing, and we 
would like to compliment you on the constructive type of reports that 
you have issued and the information that you have been able to 
develop. 

This committee may recall that for some years we have strongly 
advocated an adequate central mortgage facility. In 1954, when the 
law under the Federal National Mortgage Association presently oper- 
ates was being considered by the Congress, we pointed out that it 
was only a faltering step in what we believed was the right direction. 
We called attention to the necessity of certain amendments to correct 
what we then felt, and still feel, were serious defects in the concept 
of this legislation. We said at that time: 

Unless amended, it will, in our epinion, prove unworkable and possibly do more 
to depress than to assist the mortgage market. Its terms go far beyond those 
reasonably necessary to prevent excessive use and, in effect, amount to a com- 
plete denial of the facility to the very users for whom it is intended. 

Since then, the shortage of funds for mortgage investment during 
the latter half of 1955 and the consequent serious weakness in the 
prices offered by lenders for insured and guaranteed mortgages have 
again focused attention on this inadequacy in the Nation’s housing 
credit facilities. 

The rigid formula under which Federal National Mortgage As- 
sociation is required to establish the prices it will pay for mortgages 
znd the overly burdensome conditions prerequisite to the use of FNMA 
tend, in our opinion, to defeat its fundamental reason for being, which 
we believe to be, to assist in providing an adequate and stabilized 
mortgage market. This does not at all mean that FNMA must al- 
ways seek to make mortgage credit more readily available. To 
“stabilize” the mortgage market when credit is tight it must seek 
to stimulate the flow of mortgage money and to check the drop in prices 
offered for mortgages; but its equally important function should 
be to check excessive credit at those times (unfortunately too rare 
in the last few years) when there is an oversupply of residential credit. 

I might say there, Mr. Chairman, that we feel there have been 
times when an oversupply of mortgage credit was available and, 
of course, at those times FNMA should have dropped its prices to 
check any excess credit. 

The welfare of the Nation as a whole, both socially and economical- 
ly, requires that FNMA be revamped to accomplish this. Unless 
this is done the home building industry will be seriously impeded 
in providing homes in the volume, in areas, and at the prices that 
the American home buyer requires. 

Let me stress right here that this in no way makes it necessary 
for FNMA to retreat from the present concept that it operate on 
a businesslike basis; pay its own way; use private funds obtained 
from the private capital market; and offer its facilities only at such 
prices and on such terms and conditions as will prevent abuse. 

I would like to say there that we are not advocating any pipeline 
into the Treasury. As I said before, the funds are to be obtained from 
the private capital market. 

Mr. Rarns. Ton are not advocating FNMA to make loans out of 
Treasury money ¢ 
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Mr. Goopygar. No, sir; this contemplates a private operation. 

Mr. Ratns. All right. 

Mr. Goopyrar. The legislation under which FNMA currently oper- 
ates makes impossible the type of facility which we conceive of for 
three reasons: 

1. It limits FNMA to the purchase of loans at prices which follow 
the mortgage market, rather than attempt to lead the market up or 
down as may be required by differing conditions. 

In a declining market, the present FNMA formula, followed literal- 
ly, would tend to accelerate rather than to stem a decline. As mort- 
gage prices drop, the present legislation requires that FNMA drop 
its offering prices accordingly, thereby signaling the private market 
to go still lower. The funds which it puts into the market at those 
times would be far more effective if purchases were slightly over the 
going market price. 

We do not contemplate, however, supporting the market at par. 

Mr. Rarns. Certainly not at all times at par. 

Mr. Goopyzar. No. 

Mr. Ratns. There might be times when you think it should be sup- 
ported at par? 

Mr. Goopyear. If the private market was 99, maybe we should be at 
par. On the other ot there are times we should drop below par 
to stem credit. 

Mr. Rains. All right. 

Mr. Gooprgear. The concept of the present legislation strongly in- 
dicates that mortgages should be ‘ena only when FNMA can fore- 
see practically an immediate resale. 

The present management of FNMA has, in our opinion, done a 
creditable job under the handicap of this formula but the effectiveness 
of the agency has been sharply limited. The legislation should recog- 
nize that FNMA need not contemplate immediate resale of mortgages 
to purchasers but may hold them for long-term market swings. In- 
deed, there should be nothing to prevent the agency’s retaining a sub- 
stantial portion of its portfolio against which it would issue its long- 
term obligations designed for investment by pension funds or other 
similar investors to aon the purchase of individual mortgages offers 
problems. 

I would like to say that I think this would bring into the market 
the pension funds who are unaccustomed to dealing in the mortgage 
market because they could buy debentures which can be more easily 
assimilated into their portfolios. 

Mr. Rarns. Then they would not have to be troubled with the servie- 
ing of mortgages ? 

Mr. Goopyrar. That is correct. From the pension fund’s stand- 
point, it would make a more manageable investment. Also it would 
bring into the market small and large commercial banks who presently 
do not invest in long-term mortgages. The effective price at which 
FNMA can buy is presently further unnecessarily reduced by the 3- 
percent stock requirement. 7 

The difficulty with this requirement is that FNMA stock ownership 
does not carry with it any preferential rights to do business with the 
agency. The 3-percent stock requirement is too high for what you 
get. Since the stock requirement is attached to each transaction, it 
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is widely regarded as constituting simply an additional cost of doing 
business with the agency against which cost the seller to FNMA 
credits the discounted price at which he believes he can sell the stock. 

Fortunately, these defects (although they affect the fundamental 
concept of FNMA) can be remedied by comparatively few changes in 
the existing law. 

We propose the following: 

1. Include in the Association’s basic purposes authority so to use its 
functions as to aid in the stabilization of the mortgage market. This 
can be done by amendment to the language of section 301. 

2. Broaden the authority which controls the method under which 
the Association establishes prices paid by it for mortgages to provide 
that it shall establish its purchase prices in such fashion as to aid in 
the stabilization of the mortgage market to the maximum extent con- 
sistent with sound operations and with reasonable discouragement of 
excessive use of its facilities. This can be done by a rewording of the 
applicable language in section 304 (a). 

3. Provide FNMA with the following authority to supplement its 
present function of purchasing mortgages: 

First, to make temporary loans to mortgage lenders on the security 
of FHA-insured and VA-guaranteed and insured mortgages. Such 
advances should not exceed 90-percent of FNMA’s purchase price 
schedule for that particular class of loan, in order automatically to 
adjust to variations in the mortgage market the maximum amount 
which FNMA may lend. This provision should, of course, include 
authority to fix appropriate terms and conditions and to establish 
appegermete fees. 

was in the room yesterday when Mr. Baughman and Mr. Cole 
presented their testimony, and at which time you asked them if they 
could support such a proposal, and I was rather disappointed to hear 
them both say that they could not. I think that perhaps Mr. Cole 
had not understood quite our proposal. He seemed to think that 
we would go into the capital market and compete with the large 
lenders. 

Second, to issue advance commitments to lenders to buy mortgages 
at a price and under terms and conditions stated in the commitment. 

Each of these additional functions is, in our opinion, necessary if 
the agency is to be effective under widely varying circumstances in 
dealing with the various types of lender which comprise the American 
home mortgage system. Each class of lender has its own peculiar 
problems in accumulating capital; in each the capital structure and 
typical size of the lending company or lending institution differ; and 
the need for central mortgage facility assistance to each class of lender 
will vary widely from time to time. 

Mr. Ratns. I believe Mr. Cole and Mr. Baughman did support in 
their testimony that suggestion, didn’t they? You heard their testi- 
mony. That is the advance commitment. 

Mr. Goopyrar. Yes, but they were speaking of it in the special 
assistance fund. 

Mr. Ratns. Oh, that is right. Go ahead. 

Mr. Goopyear. Require that a lender, in order to be eligible to deal 
with FNMA, must own at least $10,000 in FNMA capital stock. 

Present FNMA stockholdings should be credited to this require- 
ment. In order to facilitate the transition to the new requirement, 
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FNMA’s subscription books should be open for a period of 6 months. 
Thereafter, no lender should be permitted to deal with FNMA unless 
it has either subscribed within such 6-months period, or, if its stock 
was thereafter acquired, unless it has been held at least 120 days before 
any transaction with FNMA, 

This suggestion is designed to encourage the widest possible stock 
participation in the facility by all of the several different types of 
lender. 

We feel this would both build up the agency’s capital stock as 
rapidly as possible and obtain the benefits of widespread lender sup- 
port. We believe that stock ownership in FNMA will become a valu- 
able privilege if the changes in the privileges carried by stock owner- 
ship are made as suggested in the next paragraph. 

5. Provide that any lender who is eligible by virtue of ownership 
of $10,000 in FNMA stock (as just described) can deal with FNMA 
provided that the amount of stock standing to the credit of such 
lender on the books of FNMA equals 214 percent of the amount of 
the transaction. Unlike the present 3 percent stock requirement, how- 
ever, which is repetitive with each transaction, we propose that owner- 
ship of stock provide a revolving credit base against which the lender 
could deal with FNMA. To illustrate: 

A. In the case of a sale of mortgages to FNMA, a lender would be 
required to purchase, in addition to the minimum of $10,000 in stock, 
sufficient stock to equal 214 percent of the total amount of the mort- 
gages to be sold. If the lender thereafter repurchased mortgages 
from FNMA, its credit base with the agency would be correspondingly 
reusable to the extent of the reduction in the FNMA portfolio. (How- 
ever, if FNMA itself resold the loans without the assistance of the 
original seller, there would be no such credit. ) 

This provision in our opinion would convert into a salesman for 
FNMA every lender dealing with it and thereby assist in revolving 
FN MA’s portfolio into the hands of private permanent investors. 

B. In the case of borrowing from FNMA on the security of mort- 
gages, we propose similarly that FNMA stock be purchased in an 
amount equivalent to 214 percent of the borrowing. When the bor- 
rowing was fully repaid, FNMA would not be obligated to repurchase 
such stock but it would remain to the credit of its owner, who could 
thereafter use it as the 214 percent stock required for future borrow- 
ings, sales, or commitment transactions with FNMA. 

One of the objections Mr. Baughman had to that particular trans- 
action yesterday was he stated he was under the impression that 
FNMA would be required to repurchase the 214 percent stock partici- 
pation when the loan was paid off or the commitment was used. That 
is not true. 

C. In the case of advance commitments, the purchase of stock 
equivalent to 21% percent of the amount committed on would similarly 
be required. Upon cancellation of the advance commitment the stock 
would similarly remain to the credit of its owner to support future 
transactions. 

A lender could engage in any combination of these three types of 
transaction provided it owned stock equivalent to 214 percent of the 
total amount of the transactions, which stock was not at the time 
encumbered by previous unliquidated transactions. Thus, a lender 
owning $10,000 in stock and desiring to sell $1 million in mortgages 
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to FNMA would be required to purchase an additional $15,000 to give 
it stock ownership equivalent to 2144 percent of the total amount of the 
transaction. 

Suppose thereafter that the lender wishes to engage in additional 
transactions with FNMA. It would then either have to purchase 
additional stock in the appropriate amount or free its credit base by 
purchases of mortgages from FNMA. If it bought, for example, 
$14 million in FNMA mortgages, it would then have the right either 
(1) to sell to FNMA $14 million in mortgages, (2) to borrow to that 
extent on the security of FHA or VA mortgages, or (3) to obtain 
advance commitments aggregating $500,000. 

6. FNMA/’s right to issue its obligations to obtain funds in the 
private capital market would continue as at present but should be 
increased to 40 times the amount of its capital stock in order to conform 
its fund raising power to the 214 percent stock requirement just 
described. 

In our opinion, the obligations of an agency operating in this fashion 
should be at least as readily marketable as those of the present agency. 
As the committee know, only a few weeks ago FNMA marketed an 
issue of its securities with a high degree of success. 

I would like to say, Mr. Chairman, that as you know, the issue was 
oversubscribed. On the basis of the oversubscription, they could have 
sold $600 million of notes, rather than $100 million. We believe that 
this is fundamentally due to recognition in the capital market that the 
security behind this issue consists of Government guaranteed and 
insured loans. We feel that under our proposed plan, the capital of 
the association will increase at least as fast, if not faster, than under 
the current law. Our proposal, in our opinion, would provide an 
ample capital base to support the issuance of debentures in necessary 
amounts. 

To the extent possible within a rather limited time, we have in- 
formally discussed our proposal with a few leaders of various types of 
mortgage lending institutions. They have given us reason to believe 
that our proposal is entirely feasible. The discussion with these 
gentlemen has been entirely on an informal and personal basis. While 
they speak for no one other than themselves, we are encouraged by 
their comments. 

7. These proposals are designed to provide a high degree of flexi- 
bility in the functions of the Association. They arequire that the 
Association be appropriately organized to accept the responsibilities 
imposed on it. For this purpose the Board of Directors of the Asso- 
ciation should be strengthened. 

We suggest that the Board consist of 5 persons, of whom 2 should 
be the HHFA Administrator, as Chairman, and the President of 
FNMA; and 3 should be private citizens appointed by the President 
on the basis of their experience in home belltne or in the residentia] 
mortgage finance field. These 3 should serve for 6-year terms so 
staggered that the term of only 1 of them expires every 2 years. 

In addition, in order to provide to the Board ready accessibility 
to the best experience in the home-building and residential mortgage 
finance industries, we further suggest that there be an advisory council 
of 12 members experienced in and broadly representative of those in- 
dustries and chosen generally with respect to geographical distribu- 
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tion. Members of the advisory council should serve for 6-year terms 
so staggered that 4 members are appointed to the council every 2 years. 
It should be mandatory that the Board of Directors of the agency 
meet every month and the advisory council at least every 3 months. 

Neither public members of the Board nor the members of the ad- 
visory council should receive compensation except for the usual per 
diem and reimbursement for expenses. 

We urge that there be vested in the Board of Directors of this 
agency broad and flexible authority to exercise maximum discretion 
in establishing and adjusting, from time to time, prices, terms, fees, 
and conditions for the use of its facilities. Because of the constantly 
changing nature of the mortgage market and the many local varia- 
tions within it, we believe it is a mistake to attempt to set, by statute, 
a rigid pattern of operation. 

In summary, it is our considered opinion that an institution func- 
tioning in this manner would provide the stability that the housing 
industry urgently needs. It would eliminate the very high cost now 
involved in doing business with FNMA, which has acted as a severe 
depressant on the mortgage market. 

embership in FNMA would become desirable and would quickly 
result in sale of its capital stock in satisfactory volume. Stock re- 
quirement of $10,000, as a condition to doing business with the agency, 
would induce many leading lenders to participate and we believe these 
institutions would substantially increase their stock ownership after 
the advantages of membership were fully realized. 

Converting stock ownership into a revolving credit base would auto- 
matically provide FNMA with necessary salesmen to keep its port- 
folio turning over at a satisfactory rate. The provision for tempo- 
rary advances on the security of mortgages would provide a needed 
facility for mortgage companies, savings banks, and commercial banks 
who now have a serious problem in that mortgages are not quickly 
marketable during periods of money shortage. Further, the advance 
commitment would make possible the definite planning of housing 
projects and would level the peaks and valleys in the flow of mortgage 
money—the sudden stops and starts—now so costly to the home- 
building industry. 

By variation in its purchase prices, the conditions of its advance 
commitment, and the cost of borrowing from it, FNMA would be 
able to coordinate housing credit more closely with the general 
fiscal poliey ofthe Government. Needless to say, the agency should 
work in close coordination with the Federal Reserve Board, the 
Treasury officials, and the Council of Economic Advisers. 

For the past several years, the home-building industry has been 
convinced that only a facility of this kind would provide the solution 
for its frequently recurring credit problems. 

We shall, of course, be pleased to assist the committee in developing 
these suggestions in further detail if it so desires. 

Mr. Rarns. Thank you, Mr. Goodyear. That is a very interesting 
and thoughtful statement. I can see a lot of study and thought has 
gone into it. Some of the suggestions you make are quite novel and 
I wouldn’t want to commit myself on them until I had more oppor- 
tunity to study them. But it sounds like a real opportunity, or at 
least a framework to make FNMA that which I think it ought to be, a 
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means for stabilizing the market, yet within the field of private 
enterprise. 

I note on page 2 which you had in your statement—I wonder 
whether or not you think that FNMA is unduly conservative because 
it has the idea that immediate resale is the only objective. Do you 
think that Congress meant that resale must be immediate under the 
present act? 

Mr. Goopygar. Well, it has been interpreted that way, Mr. Chair- 
man. However, we envision that FNMA would always retain a 
portion of its investments in its portfolio and I don’t think you can 
run a support operation by buying something that you have got to 
throw immediately on the open market. 

Mr. Rains. Under the present operation, if FNMA, with the sale 
of its securities—such as this $100 million you mentioned a moment 
ago—would those not have to be longer term debentures than they 
are now if you would keep the portfolio open for long-term invest- 
ment ? 

Mr. Goopyrar. Well, they could be advanced to 5- or 10-year notes. 
However, I think the agency the other day in their operation pur- 
posely made it a short-term note because they felt within 9 months 
the money market would be easier and they would be able to finance 
their notes for a longer term at a shorter rate of interest. 

Mr. Rains. Is it your opinion—and we are thinking now of pension 
funds, and those of us on this committee think that that is one of 
the great sources of credit for home building untapped in this coun- 
try, and we are interested in suggestions whereby we might get that 
type of money in the home-building business—do you think that 
the union pension funds and the trust funds would be more inclined 
to invest in the securities of FNMA, such as you have outlined here, 
than they would be in mortgages ? 

Mr. GoopygEar. Well, very definitely. 

Mr. Rats. Of course, the return wouldn’t be as high, but why do 
you think they would be more interested ? 

Mr. Goopygrar. They are not getting a very high return on their 
investments now simply because they want to invest on the type of 
investment that requires very little management, and since they are 
not familiar with a mortgage operation, they would much rather con- 
tinue on as they are now doing, and a debenture form of investment 
for a 5- or 10-year period would be much more to their liking. 

Mr. Rarys. While we are talking about pension funds, and, of 
course, this is before another committee and I don’t care to go into 
it in too much detail, but I introduced a bill last year that is coming 
up for hearing before another committee soon, which would allow 
a part of the National Service Life Insurance fund of veterans, 20 
percent of it, I believe, to be used for GI mortgages. What do you 
think of that approach? It is a little bit off the track here, but 
I am interested in it because the committee has asked me to appear 
for a hearing before the committee, and it would provide something 
over a billion dollars in the GI mortgage market. 

What is your feeling on that ? 

Mr. Goopyrar. Well, sir, if the Veterans’ Affairs Committee feels 
that veterans should not have to pay discounts 

Mr. Rarns. And this bill, I might say, is limited to those areas 
where there are high discounts, the remote areas. 
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Mr. Goopyear. It would certainly pump more funds into those 
capital shortage areas. 

Mr. Rains. The one proposal which I haven't been able to get 
through my head—and I will have to study it some more—is the one in 
which you propose that each participant own at least $10,000 in FNMA 
‘apital stock. Now, of course, I don’t have the facts and haven’t had 
an opportunity to study the proposal, but do you think that would be 
arather heavy minimum investment for mortgage companies to put in? 

Mr. Goopyrar. No, sir; I think any mortgage company doing busi- 
ness with FNMA now owns $10,000 worth of stock. They have 200- 
and-some institutions that are doing business at the present time— 
900—and I think if they are selling any volume of mortgages at all to 
FNMA, they already own that $10,000 worth of stock. 

Mr. Rains. I noticed you limited it to 214 percent; is that your idea? 
What do you mean by 21% percent. 

Mr. Goopyrar. Well, with the initial $10,000 stock purchase, an 
inventor would be permitted to use 40 times that, which means he 
could do $400,000 worth of business with FNMA. 

Mr. Ratns. Well now, is there any connection between the 40 times; 
why that ? 

Mr. Goopyear. Well, its borrowing capacity would be 40 times, so 
its lending capacity would be the same. But you would always have 
acushion. The 214 percent would give you the cushion. 

Mr. Ratrns. I note, too, you don’t contemplate in your suggestions 
any early return of the $10,000 or the amount of the capital stock 
to the mortgage company, do you ? 

Mr. Goopyear. There would be no return of that $10,000. That 
would be a stock ownership which would entitle you to do business 
and it would be a permanent capitalization of FNMA. 

Mr. Rarys. Suppose he got out of the business? He never could 
withdraw his first investment ? 

Mr. Goopyrar. He could never withdraw it unless FNMA at its 
operation decided to repurchase it. However, he could sell it in the 
open market. 

Mr. Rarns. What that amounts to, then, is actually an investment 
by the individual in FNMA and it could be termed an entrance fee 
or the right to do business ? 

Mr. GoopyEar. That is correct. 

Mr. Rains. If you have 900 investors now, of course, you would 
have a considerable sum. Do you expect to turn that over 40 times? 

Mr. Goopyrar. Well, they would have the borrowing capacity up 
to 40 times. 

Mr. Rains. Any questions, Mr. Addonizio? 

Mr. Apponiz1o. Mr. Goodyear, I listened with a great deal of in- 
terest to your suggestions and it seeems to me that you are requesting 
a major overhaul of FNMA. I think you will have to agree with me 
that this face-lifting that you suggest is certainly impracticable of 
enactment, knowing the thinking of this committee and the thinking 
of Congress. I was wondering, in view of that, whether you wouldn’t 
have some lesser steps that you would urge. 

Mr. Goopyrar. Well, we have attempted in our suggestions to pro- 
vide a means of doing this without requiring major legislation. It 
can be done within the present framework of FNMA. I think when 
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you have the time to study our proposals, you will find that they are 
not too far-reaching. 

Mr. Apponizio. I agree with you that certainly the committee 
should study and explore every one of the recommendations that you 
have made. That is the least that we can do. But I don’t think you 
can hope to get all of the steps that you have suggested. 

Mr. Goopyrar. Well, at the present time FNM: A has the right to buy 
mortgages. They have the right to make prior commitments under 
the special assistance fund. The only changes that we are request- 
ing is the lending function. 

Mr. Apponiz1o. You are familiar with the President’s Economic 
report ? 

Mr. Goopyrar. Yes, I am. 

Mr. Apponiz1o. The language which refers to the stock-purchase 
requirement, and in which they ask that it be changed to 1 percent 
or more; I was wondering whether you had any definite figure in 
mind, as far as the Home Builders are concerned ? 

Mr. Goopyear. Well, we certainly wouldn’t want to go to more than 
two. However, I think we would be willing to stay in line with the 
President’s recommendation. 

Mr. Apponiz10. Well, you wouldn’t be willing to let it be wide open, 
where it could go from one on up, would you? 

Mr. Goopyear. No, sir. 

Mr. Apponizi1o. Well, that is what the language of the report says. 

Mr. Goopyrar. Well, we would certainly not anticipate more than 
two. 

Mr. Apponizto. Would you like to write right into the law that it be 
put at 2 percent ? 

Mr. GoopyEar. We would prefer to have it written into the law the 
way it is in our testimony, which would be 21% percent, but on a re- 
volving basis. 

Mr. Apponiz10o. Now with respect to your proposal for rediscount, 
and I am talking about loans by FNMA on the security of GI or 
FHA loans, do you think this would duplicate and compete with the 
warehousing operation of commercial banks? 

Mr. GoopyEar. No, because the commercial banks have been limited 
in the amount of warehousing they can do and it has been limited to 
only a few large commercial banks in this countr y. It would be a wide 
base. 

Mr. Rarns. On this long and perpetual arrangement that you pro- 
pose, when would you retire the Treasury stock ? 

Mr. Goopyrar. About 10 years. 

Mr. Rarns. You think it would be retired in 10 years. Now, of 
course, basically I think we all agree on one thing. The present law 
doesn’t say FNMA shall follow the market. There isn’t anything in 
the law like that. Basically, what you want it to do is support the 
market at the market prices, not follow the market down always, and 
these proposals that you have would provide more funds with which 
to get into the market in bigger proportion; isn’t that it, in plain 
and simple English ? 

Mr. Goopyear. Essentially, it is. However, there may be times that 
yeaa would be below the market, at times of excessive credit, or 
above. 
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Mr. Ratrns. Of course, I understand that. You would make of it 
another element of Government, very much like Federal Reserve or 
commercial banks, or very much like the Home Loan Bank Board and 
the building and loan associations ? 

Mr. Goopyrar. That is correct. 

Mr. Rats. For that reason you suggest a board composed of the 
important agencies involved, and three additional individuals ap- 
pointed by the President, and I assume approved by the Senate in 
order to give it the same stature of the boards I just mentioned ? 

Mr. GoopyeEar. Yes, because of its limited board now is one of the 
primary reasons they have used such a small area of discretion in their 
operation of FNMA. 

Mr. Rains. Now, of course, there are times even under present oper- 
ation, and one of them comes to mind when FNMA has—well, I would 
say last fall, when the situation started dropping, that FNMA was 
actually leading the market at that time; isn’t that correct? 

Mr. GoopyEar. They might have been in certain areas. 

Mr. Rarns. Now what proportion of the mortgage credit business 
and home financing do you think FNMA would do if they were in 
active business, as you anticipate here? I don’t mean to hang it ona 
definite percentage. 

Mr. Goopyrar. Well, it would be a very small proportion of the total 
mortgage market. 

Mr. Rains. It would still be a small proportion of the total mortgage 
market, according to your conception, if it was formulated as you 
suggest in your statement ? 

Mr. Goopyrar. Yes, sir. 

Mr. Rains. Then what would be its main purpose? Its main pur- 
pose would not be a reservoir of mortgage credit, I assume, since it 
would be a small one. Would it be for the purpose of stabilizing the 
market ? 

Mr. Goopygar. Yes, it would be for the purpose of stabilizing the 
market and evening out the peaks and valleys in our mortgage money 
supply. 

Mr. Rains. I note you suggest that the warehousing arrangements 
suggested yesterday in the statements which were presented to us, and 
they were confined, as I understand it, to the special functions—do 
you think they ought to be carried out throughout the entire operations 
of FNMA? 

Mr. Goopyrar. Yes, we have said it should be one of the functions 
and it should be in line with the market, but it should also be closely 
guarded so there are no excessive abuses of it. 

Mr. Rats. You had one point in there that struck me as interesting. 

Of course, there is a limit as to how much mortgage money is avail- 
able in the Nation. We all know that. I judge that the only safe 
yardstick would be to say the savings of the people. Since such vast 
funds are being placed in trust funds and pension funds of all types 
in the Nation, if that continues as it is, the savings of the people will 
be in the trust funds and pension funds of the Nation, so you feel a 
situation whereby pension funds could invest in FNMA securities 
might bring some of that money into the mortgage market; is that 
correct ? 

68692—56—pt. 5—-7 








94 INVESTIGATION OF HOUSING, 1955-56 


Mr. Goopyrar. Undoubtedly. They have got to find an outlet for 
those funds. 

Mr. Rains. You make a very interesting statement and we are 
going to give it some serious study and consideration and we may 
take you up on your suggestion that we call you back before the com- 
mittee for further consultation and further talk prior to making our 
final recommendations to the Banking and Currency Committee. 

Mr. GoopyEar. We will be very glad to furnish you with any infor- 
mation you might like to have or meet with you at any time. 

Mr. Ratns. I want to express the committee’s appreciation for the 
good cooperation the home builders throughout America have given 
us wherever this committee has been 

Thank you very much. 

Mr. Goopyear. Thank you. 

Mr. Rarns. Let’s take a recess for 3 minutes. 

(Recess taken.) 

Mr. Rains. I want to include in the record at this point a statement 
by Congressman J. L. Pilcher, of Georgia, in connection with the 
escrow statements that we had yesterday on FNMA. 

(The statement is as follows :) 


STATEMENT OF HON. J. L. PILCHER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF GEORGIA 


Mr. Pincuer. Gentlemen, I am privileged to appear before your 
committee and give you some of the facts of the operation of the 
Federal National Mortgage Association. 

My specific purpose of appearing before your committee is to bring 
you the facts surrounding Federal National Mortgage Association’s 
action in transferring tax and escrow moneys and the local depositories 
as accumulated by mortgage originating companies and putting it on 
deposit with the United States Treasury Department here in Wash- 
ington. 

‘Several months ago Federal National Mortgage Association acted 
on a nationwide basis and advised all mortgage originating companies 
to transfer all tax and escrow moneys over a certain dollar figure on 
GI and FHA loans. The amount of money that was left at their 
discretion to be held in the local depository was based on a ratio to 
the number of loans that any particular company was servicing. At 
the same time companies were authorized to request this money be re- 
turned in the event that they felt that there was a need for this money 
to pay taxes and the annual insurance renewals during the normal 
course of business operations. This not only works a hardship on 
mortgage companies in their daily operations having to keep separate 
records for the deposits of this money, but it is gr ossly unfair to the 
individual homeowners to have their money taken out of the local 
communities where it rightfully belongs and concentrated in Wash- 
ington. This money is paid in monthly on home repayment collec- 
tions and is kept in an escrow account by the mortgage originating 
company and they in turn keep all deposits at a local depository, 
namel a commercial bank insured by FDIC. It has been ruled by the 
FDIC that each one of these escrow accounts is insured up to $10,000, 
therefore, there cannot be any question of safety as far as these escrow 
moneys are concerned. 
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It is a general practice in the industry between mortgage originat- 
ing companies and primary investors for the escrow moneys to be left 
in the hands of the local mortgage originating company who in turn 
keeps it on deposit with the local bank. The integrity and character 
of mortgage originating companies are such that this is a standard 
business operation. This money is not commingled or kept in the 
common account of the mortgage companies and is a trust account and 
therefore could not be affected or questioned in the insolvency or 
failure of a mortgage company. 

I feel that Congress should take some action amending the National 
Housing Act providing for a provision that all mortgage originating 
companies be required to keep this money on deposit in a special trust 
and escrow account with the local depositories. This is a normal 
business function and the character and integrity of the mortgage 
originating companies is guaranteed by the fact that they have to be 
approved FHA mortgages this could be allowed. Most mortgage 
originating companies are required to carry fidelity and insurance 
bonds covering actions of employees so therefore there could be no 
unprotected shortage in the trust account. 

Mr. Rarys. The committee will be in order. 

Is Mr. Albert here? 

Mr. Apert. Yes, sir. 

Mr. Ratns. We are glad to have you here. We have Mr. Silas 
Albert, of Grand Rapids, Mich., who will speak to the Committee as 
a representative of the Realtors’ Washington Committee, National 
Association of Real Estate Boards. 

We are glad to have you, Mr. Albert. You may proceed. 


STATEMENT OF SILAS F. ALBERT, GRAND RAPIDS, MICH., ON 
BEHALF OF REALTORS’ WASHINGTON COMMITTEE, NATIONAL 
ASSOCIATION OF REAL ESTATE BOARDS 


Mr. Arpzert. I am Silas F. Albert, a member of the Raltors’ Wash- 
ington Committee of the National Association of Real Estate Boards. 
I am from Grand Rapids, Mich., where I have been engaged in the 
real estate brokerage, mortgage, and home building industries for 34 
years. I have done considerable business with the old FNMA as 
well as with FNMA as now constituted. 

Seated here with me is Mr. John Williamson, secretary counsel of 
the Realtors’ Washington Committee of the National Association of 
Real Estate Boards. 

On behalf of the National Association of Real Estate Boards, I 
would like to express my appreciation for this opportunity to testify 
regarding the Federal National Mortgage Association. We have some 
suggestions for amendments to offer, and we plan to comment on cer- 
tain recommendations regarding FNMA which are contained in the 
two reports recently issued by your subcommittee. 

May I digress for a moment to comment on the three recently issued 
reports of your subcommittee. I have served on the Realtors’ Wash- 
ington Committee for 7 years and have had an opportunity to read 
many housing reports of congressional groups. I doubt that I have 
ever read any that reflected such painstaking attempts to achieve com- 
plete objectivity as yours. Mr. Williamson, my secretary counsel, 
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concurs wholeheartedly in these views. We reserve the right to dis- 
agree with several of your recommendations. 

Nevertheless, your efforts will cause us to work a bit harder. Your 
subcommittee and your able staff certainly deserve to be commended 
for yours efforts. You have done a beautiful job. 

Mr. Rarns. Thank you for your statement. 

Mr. Apert. First, by way of background, let me state that our 
association was an early advocate of the type of secondary mortgage 
market operation established in FNMA by the Housing Act of 1954. 
The formula for private capital stock subscriptions, eventually retire- 
ment of the Treasury’s preferred stock, ultimate transfer of FNMA 
to private ownership, as well as the business-like principls delineating 
the corporation’s secondary market operations, are all soundly con- 
ceived. FNMA’s record of the past few months of increased volume 
of purchases in a tightening market attests to the care with which its 
shines drew up the new charter, 

We believe, therefore, that it would be premature to change sub- 
stantially FNMA’s charter at this time to a new facility such as a 
central mortgage discount bank with a resultant diminution of the 
role of private capital. We are principally motivated in arriving at 
this view by the fact that the rechartered FNMA has actually had 
but little more than a year’s operation. 

However, our support of FNMA’s existing secondary market opera- 
tion does not constitute an unqualified endorsement. of its present 
operation. We believe that FNMA can be more effective within its 
present framework, and we propose herein certain amendments which 
we believe are calculated to accomplish that objective. 

Secondary market operations—percentage stock subscription: The 
present 3-percent capital stock subscription, coupled with the pre- 
vailing discounts and one-half- or one-point purchase and marketing 
fee, imposes an unreasonable burden on those doing business with 
FNMA. We, of course, subscribe to the view that for the present 
there must be private capital subscriptions as a requirement for doing 
business with a secondary market. However, the cost can be so bur- 
densome as to either se the program self-defeating or reduce its 
effectiveness to only a fraction of its potential. 

We strongly urge an amendment to the FNMA Charter Act which 
would reduce the stock-subscription requirement to “not more than 
2 percent” instead of the present “not less than 3 percent.” We be- 
lieve that the proposed 2-percent ceiling is more conducive to the re- 
sults we seek in this recommendation than the 1 percent or more 
proposed in the President’s Economic Report, which in effect could 
still result in 3 percent, or even in excess of that, by administrative 
determination. 

Maximum mortgage limit: We reiterate the recommendation our 
association made in 1954 that there be no maximum limits on FHA- 
insured and VA-guaranteed mortgages otherwise eligible for pur- 
chase by FNMA, except those limits imposed by the insuring or 
guaranteeing agencies of the Government. 

The present $15,000 limit should therefore be repealed. With re- 
spect to VA loans, while the ceiling should be repealed, we nevertheless 
recognize that the guaranteed portion may bear little relationship to 
the total amount due on the mortgage. 
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Mr. Ratns. Let me see if I follow you there. What you are talk- 
ing about is that the $15,000 limitation in FNMA should be repealed 
and that the restriction should be placed on by FHA- or VA-guranteed 
mortgages themselves? 

Mr. Avzert. That is right. 

Mr. Rars. Allright; go ahead. 

Mr. Arpert. To meet this objection, FNMA already requires that 
the unguaranteed portion of the loan may not exceed 50 percent of 
the purchase price of the property. 

ortgage eligibility: We also recommend that FNMA be required 
to purchase any FHA-insured or V A-guaranteed loan offered to it for 
sale. In other words, the variation in the price which FNMA will 
pay for different loans should reflect FNMA’s estimate of the loan’s 
desirability as well as the general market. We believe this to be 
far more effective than the present system of rejecting a loan alto- 
gether because of the application of criteria imposed by some private 
investors for the same type of mortgage. 

We believe that this change would materially assist in the acquisi- 
tion of existing houses by many who are unable to afford new con- 
struction. We cannot overemphasize the importance of this existing 
housing inventory to meeting the housing needs of the overwhelming 
majority of the American people. We estimate that about three exist- 
ing houses are acquired for every transaction involving new construc- 
tion. If the house is sound and complies with FHA and VA minimum 
requirements, both these agencies are willing to insure or guarantee 
these loans upon the basis of their appraisal. Yet FNMA refuses to 
buy many of these loans, because of alleged difficulty in reselling them 
to institutional investors many of whom, for reasons of their own, 
try to pick off new construction for their investment portfolio. 

Advance commitments: We note that report No. 2 of this subcom- 
mittee, issued on February 9, reveals that consideration is being 
given to utilizing FNMA/’s special assistance activity for the purpose 
of issuing standby advance commitments for all FHA and VA loans 
presumably during a time of reduced availability of mortgage money. 
FNMA would under those circumstances issue the commitments at sev- 
eral points below the market price in order to avoid abuse of such a 
program. 

While we applaud the subcommittee’s attempts to extend the prin- 
ciple of advance commitments to loans ordinarily not eligible for 
special assistance, we question the wisdom of using the special assist- 
ance activity of FNMA for this purpose. 

We appreciate the hesitancy with which the subcommittee ap- 

roaches the problem of advance commitments, remembering well the 
inflationary results of wholesale dumping of mortgages on FMNA 
during 1949 and 1950, largely through advance commitments. On 
the other hand, we believe that ample restrictions could be devised 
which would restore the advance commitment idea to respectability 
and prevent the abuses which are recognized inhibiting factors to an 
advance commitment program. 

We recommend that the secondary market operations be expanded 
to include advance commitments with the following limitations which 
would deter abuses and minimize the effects of using the secondary 
market operations as a source for primary funds: 
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(1) A 1 percent commitment fee, one-half of which would be re- 
fundable to the seller upon surrender of the advance commitment be- 
fore its expiration date. That is, the seller has found another market 
and he is encouraged to utilize the other market because he would 
get back a half a point. 

(2) The seller and holder purchase the required percentage of 
capital stock simultaneously with the execution of the advance com- 
mitment agreement. If our program of 2 percent investment in cap- 
ital stock were carried out, plus the 1 percent commitment fee, Setenlie 
the investor has 3 points that he has put up for that advance commit- 
ment. Surely these requirements would make advance commitments 
consistent with sound business practices, yet assist materially in pro- 
viding needed funds for builders and lenders during a tight money 
period. 

Mr. Rarns. You think this advance commitment proposition which 
they came up with yesterday should be limited to special assistance 
functions of Fannie May entirely ? 

Mr. Aterrt. I think it ought to be applicable to the secondary mar- 
ket operation and a part of that operation, rather than operated 
through the special assistance program. 

We want to take this opportunity to commend FNMA for in- 
augurating its recent purchase-option plan which we believe will 
stimulate the flow of mortgage money into areas experiencing more 
than a seasonal tightening of money for FHA and VA financing. 

Price flexibility : Under existing law FNMA is required to establish 
from time to time prices for mortgages purchased in its secondary 
market operations “at the market price for the particular class of 
mortgages involved.” This is a rather rigid formula and is responsi- 
ble for FNMA’s depressing the market in many areas during the 
early part of 1955—a situation which existed until the market de- 
clined to the FNMA price level toward the end of the year. 

We recommend an amendment which would authorize the Associa- 
tion to buy loans at a reasonable price level determined by it from 
time to time, instead of “at the market price.” 

Such an amendment would enable FNMA to take into account the 
reasonably foreseeable market for mortgages as well as yields and 
foreseeable price trends on other forms of investment. The proposed 
flexibility would also reduce to a minimum the chances of FNMA 
depressing the market for FHA and VA loans. 

The language which we believe would provide this desired flexibility 
is as follows: 

Strike the second and third sentences of section 304 (a) and sub- 
stitute in lieu thereof the following: 





The Association shall, from time to time, establish and publish prices to be 
paid by it for mortgages purchased by it in its secondary mortgage operations 
under this section. The volume of the Association’s purchases and sales, the 
establishment of purchase prices, sales prices, and charges or fees, in its 
secondary market operations under this section, shall be so conducted as to 
aid in the stabilization of the mortgage market to the maximum extent con- 
sistent with sound operation but should be at such prices and on such terms 
as will reasonably prevent excessive use of the Association’s facilities and permit 
the Association to operate within its income derived from such secondary 
market operations. 


Mr. Rarns. Do vou mind if I interrupt you right there? I think 
it is the view and the wish of the Members of Congress—I certainly 
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believe so as to the Banking and Currency Committee—that the 
Fannie May operation act as a stabilizer to the market in times of 
peaks and valleys and so forth. 

Do you think your suggestion that you put in there at a reasonable 
price level ai give Fannie May more leeway to that? 

Mr. Aubert. I think it would. 

Mr. Rains. Of course, the purpose you seek to accomplish we all 
agree with. I just wonder whether that is strong enough language 
to give them suflicient flexibility with which to accomplish that goal? 

Mr. Ausert. The language could probably be improved upon to 
accomplish that purpose. But I don’t think Fannie May should 
follow the market. It should be either at the market or leading it, 
because at times of bold distress it takes bold leadership to encourage 
others who have funds to invest and Fannie May might well exercise 
that leadership. 

Mr. Rarns. Well, at times when the market is free and there 's 
plenty of mortgage money, the builder or the one using the mortgage 
market is not going to use Fannie May because of the amount of stock 
ownership required. Therefore, it should be set, as you say, that it 
would be either at the market or lead the market and I was just 
wondering if that was the extent and purpose of this recommendation 
which you make for the change. 

Mr. Axsert. It is, sir. 

Mr. Rays. You may go ahead. 

Mr. Axpert. Special assistant functions: We would like at this time 
to comment on recommendations in subcommittee reports No. 1 and 
No. 2 that section 221 (relocation) and section 213 (cooperatives) 


loans be purchased by FNMA at par instead of at 98 (the agency’s 
current price for these mortgages). 

Under the FNMA Charter Act the special assistance functions are 
limited to loans— 


which are deemed by the Association to be of such quality as to meet substan- 
tially and generally the purchase standards imposed by private institutional 
mortgage investors but which, at the time of submission * * * are not neces 
sarily readily acceptable to such investors. 

The law further authorizes FNMA to establish from time to time 
the prices which will be paid for such mortgages. The act also re- 
quires FNMA to impose charges and fees so that this operation shall 
be fully self-supporting. 

A requirement that FNMA must purchase mortgages at par does 
violence to the fundamental purpose of the entire operation which is 
one of supplementing, not supplanting, the private lending market. 

Mr. Rains. Just a moment there, may I interrupt you again? Is it 
your idea that the special assistance section of Fannie May is limited 
to that purpose / 

Mr. Axeert. I don’t quite understand the question. 

Mr. Rains. Well, the section of Fannie May in which we gave 
Fannie May the right to purchase at higher figures, minority group 
housing, various types of special housing, do you think the same re- 
striction is on the Fannie May operations in that section as you are 
stating here? 

Mr. Apert. [ am still not clear on your question. 

Mr. Wiuiiamson. Mr. Rains, may I make a statement here? 

Mr. Rars. Yes. 
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Mr. Wiuu1amson. I think based on the legislative history of the 
special assistance functions and the language that Fannie May was to 
go in and buy these mortgages until they were marketable. These 
were new pregrams and there was serious question as to whether they 
would be marketable and Fannie May was to just supplement the 
private market by providing a market for them until their market 
was established. I don’t think that it was ever the intention that 
Fannie May would purchase these mortgages and support them at 
par which would preclude private enterprise from ever entering the 
field. 

Mr. Rarns. Well, of course, there is considerable contention, Mr. 
Williamson, on that, because 1f you go back and read a good man 
speeches made on the floor by myself, and several others, I think it 1s 
at least open to question as to whether or not the Congress did not 
intend that they should purchase them at par. I am talking about 
under the present act. Now I don’t say that the agency made a wrong 
interpretation completely, but there is considerable basis for that. 
Later on in the day we are going to hear an argument made that the 
Agency now has, under special assistance functions, the direction to 
do that. But you relate yourself to these particular special assistance 
programs you mentioned, that they should not be required to buy 
those at par. 

Mr. Auzert. Yes. The point is if Fannie May is required to buy 
them at par that will be a primary market, and others will not take 
those loans. 

Mr. Rarns. I am not sure Congress meant it to be a primary market 
for those particular loans. That is what I am trying to get clear in 
my market. It would be a primary market for those particular loans, 
but our question is whether or not Congress intended for that particu- 
lar type of loan to have some special consideration which would do as 
you say, make a primary market for those particular loans. 

Mr. Arpert. I believe that that was the intent of Congress, as I 
understand it. On the other hand, if those loans can be purchased 
at 98 and held by Fannie May until such a time as the loans are sea- 
soned and then sold to the private investor, I think that we are all 
better off. 

Mr. Rarns. All right, Mr. Albert, go ahead with your statement. 

Mr. Arserr. A requirement that Fannie May must purchase mort- 
gages at par does violence to the fundamental purpose of the entire 
operation which is one of supplementing, not supplanting, the private 
lending market. Such a requirement would convert the special as- 
sistance functions, in effect, into a permanent-type Treasury direct 
lending operation for these housing programs and make very unlikely 
the participation of the private market in the financing of coopera- 
tives and low-cost housing. 

It must be borne in mind that section 221 and 213 mortgages already 
enjoy substantial advantage over mortgages not eligible for special 
assistance in that: (1) no capital stock subscription is required; and 
(2) the price of 98 is still above the national average price for com- 
parable types of loans. We believe that this advantage is a positive 
one in the light of the standing of these two types of mortgages in 
the marketplace. However, we respectfully submit that a Govern- 
ment-supported par market on top of the advantage already enjoyed 
is unreasonable, would constitute more than special assistance, and 
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would defeat the primary goal of FHA’s insurance participation—the 
attracting of private capital into these special housing fields. 

I believe that that more completely answers your question, Mr. 
Rains. 

We also must mention that the FNMA Charter Act contemplates 
FNMA/’s marketing these section 221 and 213 loans. A supported 
par market would mean that FNMA would be forced to retain the 
loans in its portfolio or in the alternative very likely incur serious 
losses in their sale. 

We again thank the subcommittee for this opportunity to be heard 
and commend our views to your consideration. 

Mr. Rains. I would like to say I don’t believe that par should always 
be paid, but only on these fledgling programs of your urban renewal 
and some of the others to get them started, and you have a lot of good 
thoughts and suggestions in your statement which may help us to 
make ourselves more clear along that line. I want to thank you for 
your statement. I was sitting here realizing how much work and 
effort that you and these great organizations have put into it and the 
contributions you make to our studies in this committee. You are 
very invaluable to us in trying to write a good housing act. This 
committee really appreciates your taking the time and effort and I 
want you to know that your views will be considered more than just 
casually when we get down to actually writing our recommendations. 
I don’t have any particular questions. The truth is I am not too far 
at variance with a lot of your viewpoints in the matter. 

Do you have any questions, Mr. Addonizio? 

Mr. Apponizi0. hee 1 or 2 questions, Mr. Chairman. 


On page 1 of your statement, Mr. Albert, in talking about the central 
mortgage discount bank, I feel that you are saying in effect you are 
t 


opposed to it; am I correct? 

‘Mr. Aueerr. You are talking about the warehousing feature, the 
discount feature of the program ? 

Mr. -Apponizo. No; I am talking about the proposal that the home 
builders have made about the central mortgage discounts. 

Mr. Axsert. Our Association hasn’t taken any stand on that, the 
idea has been tossed around, but we haven’t come to any conclusion in 
respect to it. 

Mr. Apponizio. You do say in your statement that it would be pre- 
mature based on the assumption that it would result in private capital 
playing a lesser role in this field ? 

Mr. Arsert. That is right. 

Mr. Apponiz1o. I just wanted to bring up the point that the home 
builders certainly do not take that view. They feel that the whole 
participation will be by private capital. 

Mr. Witu1AMson. Mr. Addonizio, when we drew up this statement, 
we hadn’t seen the home builders plan. I don’t think the central 
mortgage discount bank idea is a very general one and there are many 
different formulae in that general expression. We were thinking 
more of the central mortgage discount bank where somebody would 
subscribe to stock and then they would always be able to sell or borrow 
money as long as they maintained a certain ratio with that stock, 
but in our opinion that type of bank would preclude the transfer of the 
facility to private ownership. 
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Mr. Apponiz10. Then perhaps you feel it would deserve some fur- 
ther study and you may very well support such a program. 

Mr. Wini1aMson. We w ould certainly like to study the home build- 
ers’ plan because this morning was an unveiling as far as we were 
concerned. 

Mr. Rarns. It was as far as we were concerned. It is a very interest- 
ing statement. 

Mr. Apponizro. On page 6 you talk about the requirement that 
Fannie May must purchase mortgages at par, in reference to the spe- 
cial assistance programs. In effect you say that it leads to a direct 
lending operation. 

Mr. Witu1aMson. That is right. 

Mr. Apponiz10o. Don’t you think that that was actually the intent 
of Congress because of the social aspects in this special assistance 
program ? 

Mr. Atzerr. It may have been the intent, but I am not so sure that 
it must of necessity be that because I can conceive of some of these 
loans properly initiated and set up eventually becoming the excellent 
investments for private capital. 

Mr. Apponiz1o. You think that the program can be achieved with- 
out going that far? 

Mr. Apert. Well, I think that there are some agencies of the 
Government such as Federal National Mortgage Association that must 
put up the capital initially. 

Mr. Wiituiamson. In regard to the 1954 act we testified as to the 
special assistance features and we endorsed it and I think that had the 
people who testified, and even the committee, realized that this was 
going to support at par all of its programs that could come within 
the sphere of special assistance, I think that you would have a billion 
dollars in there and not $200 million, because $200 million is a dro 
in the bucket on supporting a par market. Because you recall back 
in 





Mr. Apponiz1o. That is the reason why I can’t understand your 
opposition to it if it is only a drop in the bucket. 

Mr. Wizx1amson. I think $200 million is adequate as a special assist- 
ance program which we have always considered to be, as something 
to help the program until the mortgages marketability is established. 
These were new, almost revolutionary programs, the 220 and 22. But 
we still feel that in time their marketability will be established and 
they no longer will be eligible for special assistance. 

We would like to see the section 221 mortgage come within the 
secondary market operations of Fannie May. 

Mr. Apponiz1o. Thank you. 

Mr. Rarns. There are times I wonder if we are ever going to see a 
221 mortgage itself. 

Mr. Wiii1amson. I am sorry I mentioned that word. 

Mr. Ratns. Gentlemen, we want to thank you for your splendid 

statement and your appearance before the committee. 

Mr. Auserr. Thank you. 

Mr. Rarns. At this time I want to insert into the record a statement 
by Mr. Harry Held, chairman, committee on mortgage investments, 
National Association of Mutual Savings Banks, and if I have the 
indulgence of our witnesses, I would like to take a 10-minute recess. 

(The statement is as follows:) 
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STATEMENT SUBMITTED BY THE NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS 
ON THE SUBJECT OF FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The National Association of Mutual Savings Banks represents 520 of the 527 
mutual savings banks of this country. These mutual savings banks are located 
in 17 States. As of December 31, 1955, they had total assets of $31,350,000,000, 
total deposits of $28,188,000,000, and 20,990,000 depositors. As of the same date, 
these mutual savings banks held $17,294,000,000 in mortgage loans representing 
approximately 55 percent of their total assets. 

The National Association of Mutual Savings Banks, in testimony on the 
Housing Act of 1954 regarding the rechartering of the Federal National Mortgage 
Association, stated that it voiced no objection “to the supplementary secondary 
market plan, as proposed in this bill, based upon the belief that such plan could 
be of some benefit in directing mortgage funds to areas of scarcity and in 
relieving temporary situations of lack of liquidity.” We further testified that 
we did not think the plan was “the sole cure-all for fluctuations in the mortgage 
market,” and further that “if future mortgage interest rates are set on a basis 
whereby the yields obtainable are truly competitive in the capital market, the 
need for a secondary market for mortgages would, for all practical purposes, be 
obviated.” 

At the outset, we would like to state that, in our opinion, the administration 
of the Federal National Mortgage Association in connection with the letter and 
intent of the Housing Act of 1954 has been exemplary. We firmly believe that 
from a legislative and operational standpoint, the Federal National Mortgage 
Association, as now constituted, provides a most adequate secondary market 
facility based upon sound principles. We further believe that any attempt to 
modify: present legislation or regulations would not increase its effectiveness 
but would only serve to enhance the desirability of making further use of the 
facility. It must be borne in mind that, unless suitable deterrents to the use 
of a secondary facility are in effect, it could readily become a primary facility, 

There were periods in FNMA operations where this very situation occurred. As 
examples there may be cited the period when FNMA was purchasing 4 percent 
mortgages at par when the offerings of similar types of investments to private 
investors were on a discount basis. In both of these periods the incentive to try 
to place loans in the private secondary market was to a certain extent nullified 
because a better deal could be made in the Government-sponsored secondary 
market. 

The increased activity of FNMA has been attributed primarily to the shortage 
of mortgage funds. <A pertinent question in this connection might be: Was 
this activity caused by the shortage of mortgage funds or was it generated to a 
very large extent by the curbs on mortgage warehousing and restrictions of the 
Federal Home Loan Bank Board? The answer to this question can be secured 
only by obtaining the answers to two other questions: First, who have been the 
sellers to FNMA during the past 6 months; and second, what was their reason 
for selling to FNMA on terms less favorable than current market prices in the 
private secondary market. 

It might also be a good idea to send a questionnaire to the top 50 sellers (in 
amount) asking what efforts, if any, they made to place these loans in the 
private secondary market and the motivating influence which led them to. use 
FNMA’s facilities. It seems to us that if existing patterns of credit flexibility 
are suddenly restricted, such action could readily lead to a retrenchment of 
mortgage loan investment positions which in turn may account for the substanti- 
ally increased FNMA activity in the past few months. It is our opinion that 
this is an important area of inquiry by your committee if it is to get the proper 
perspective of underlying causes and their effects. Such an inquiry may well 
indicate that the imbalance between mortgage funds and mortgage requirements 
is a direct result of overall credit policy. This finding would lead to the con- 
clusion that excessive use of FNMA facilities could be attributable to such poli- 
cies and not to a shortage of funds for mortgage investment on a competitive 
yield basis. 

The National Association of Mutual Savings Banks is of the opinion that the 
present legislative authority of FNMA should not be expanded in any manner 
whatsoever. We strongly believe that under its present powers it is functioning 
as a true and effective secondary market. We also believe that the 3 percent 
stockownership provision is a fair and equitable one and should not be reduced. 
Finally, we do not believe Fannie May should assume the character of the rich 
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aunt who is willing to open her purse strings for her nephews whenever they 
run a little shore of money. 


Harry HEL Lp, 
Chairman, Committee on Mortgage Investments. 

Mr. Rains. I have a very important appointment I have to keep for 
about 10 minutes, so if you will stretch your legs for about 10 minutes, 
I will be back so that we can all get along together. I will appreciate 
it very much. 

(Short recess taken.) 

Mr. Rarns. The committee will be in order. 

The next witness before the committee is Mr. William J. Levitt, 
President of Levitt & Sons, Levittown, Pa. Come around, Mr. Levitt, 
and have a seat. We are delighted to have you. 

4 you have a prepared statement or do you want to speak off the 
cuff ? 

Mr. Levirr. No, I would just as soon talk off the cuff, Mr. Chair- 
man, 


Mr. Rarns. All right, you may proceed, Mr. Levitt. 


STATEMENT OF WILLIAM J. LEVITT, PRESIDENT, LEVITT & SONS, 
LEVITTOWN, PA. 


Mr. Levirr. I would like to start off by quoting two very brief ex- 
cerpts from report No. 2 of your committee. It is the first time that 
I have ever seen an official recognition by a congressional committee of 
these two points which I think ‘ore the “guts” of the whole housing 
picture. You could have made this 10 times longer, and you probably 
will one of these days, but if you confine yourself to these two, we 
can forget all about Fannie May, NHA, and FHA. 

Here are the two points: “The subcommittee is struck by the appar- 
ent fact that whenever housing construction begins to exceed an an- 
nual rate of approximately 1.2 million dwelling units, the demand 
for mortgage funds”—I am going to paraphrase now—just gets too 
much and money begins to disappear. That is what you said, with 
which I agree 100 percent. 

Then you have another quotation, right down on the same page, 
and it is the first time also that I have seen any congressional com- 


mittee take recognition of it. You talk about the pension funds of the 
United States, and I quote— 


now estimated in the range of $15 to $20 billion could be diverted to investment 
in Government underwritten mortgage loans, the mortgage supply problem 


could well be served. 

I would like to eliminate the “well.” It could be solved. That, gen- 
tlemen, is what I am here for today. I think all of the discussion 
about Fannie May, all of the well-intentioned schemes as to Fannie 
May don’t go to the heart of the problem. It is a stop-gap. I, asa 
builder, am not in the slightest interested in Fannie May as an ultimate 
selution for the building industry’s problems. I want to take strong 
exception to anybody either in or out of Government who tries to put a 
quota on what this industry should build. If they say that we 
should build 1.2 or 1.1 or 1.3, I say fine, then tell the automobile 
industry what they should build, and tell the baby carriage people 
what they should build, and tell the television industry what they 
should build. Don’t single out the housing industry. In plain 
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ordinary English it is none of your damned business. This is a free 
country, and we have a law, an economic law of supply and demand. 
As long as people buy houses we will build them. They will not buy 
them if there are too many of them for people to go into. 

The pension funds of America are growing at a rate that is so 
satastrophic—that is about the only word because nobody can under- 
stand what it means; I can’t—that within 4 or 5 years there will be no 
necessity for me to come here, or anybody else to come here, because 
they will have to invest in mortgages. ‘There will be no other place 
for them to invest their funds. If 10 or 15 percent of the pension 
funds of the United States were invested in FHA or VA mortgages, 
we would never again have a congressional meeting here on the sub- 
ject of mortgages. I think that will happen anyhow, I repeat, in 4 or 5 
years. It is an educational process. 

We don’t need FNMA. We need money just the same as we need 
lumber, and nobody has gone into the lumber business with a col- 
lection of schemes on how to cut down trees and manufacture lumber. 
We just produce it, and when we don’t produce enough, we go to a 
substitute. We use steel or plywood or sheetrock. Unfortunately, 
there is no substitute for money. You have got to go out and get 
the supply increased. 

I testified before this committee in Philadelphia, and I said there 
were only two places that you could get money. One was the pension 
funds of the United States and the other was direct lending by 
Government. Nobody particularly likes direct lending by Govern- 
ment and yet I suspect that in a great many of these schemes about 
FNMA, there seems to be a little tinge—perhaps more than a tinge 
of Government participation, and that is a very nice word. I don’t 
want Government participation in mortgage money. Let Govern- 
ment be in the insurance business. It is a very lucrative business for 
Government and it is costing the pean bi a nothing. Let 
them stay in it. It is a good one. But we don’t need Government 
money. We don’t need Government corporations to lend money or to 
act as discount banks. 

We have all of the money we can possibly use and then some in the 
pension funds. Iam here because I would like to get this subject aired. 
It has never been aired enough. There is not one valid reason, not 
one, why the pension funds of the United States should not be invested 
in FHA and VA mortgages. Now I am not making the statement 
idly. I have spent 5 solid years listening to the arguments pro and 
con, working with the leading trustees of pension funds in America. 
Before I came down here I found out—and unfortunately I am not 
at liberty to quote the name, but one of the leading trustees of pension 
funds—a bank—has within the last 60 days put out $13 million in 
small home, FHA, and VA mortgages. It is a very, very encouraging 
sign. It is a drop in the bucket, of course, but it is encouraging. 

I would like to make the suggestion that this committee could per- 
form a service which has incalculable value by calling a roundtable 
meeting of the leading trustees of the pension funds of America. I 
will cite names, people like the Bankers Trust Co., which controls 
as trustee almost one-third of the pension funds of America; the 
Chase-Manhattan Bank, 3 or 4 other of the very large banks; the 
American Telephone & Telegraph Co., General Motors Corp. It 
would be very interesting at a roundtable discussion—and I stress the 
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roundtable because it gives opportunity for rebuttal—the roundtable 
discussion to ask why these funds aren’t invested; why, for instance, 
when it can be proved beyond any kind of reasonable doubt that an 
FHA or VA mortgage can show a return of 4 percent net to the 
trustee, where his current investments are only showing a return of 
between 21% and 3 percent—why doesn’t he want the extra return. 

It would be interesting at these roundtable discussions to invite, 
for instance, Mr. Meany or Mr. Reuther of labor to find out why 
labor isn’t interested in receiving greater benefits from these pension 
funds. Labor, after all, is the beneficiary, and greater benefits would 
result at no additional cost to those who put the money in the pension 
funds, the stockholders of the various companies. It would be very 
interesting. 

If we are to progress and to keep a dynamic building industry, if 
we are to keep pace with family formations, all thoughts of 1,200,000 
or 1,300,000 units per year have to be thrown out. You cannot ap- 
proach a population in 1980 of some 200 million people and expect 
us to continue producing houses at a million and a quarter a year and 
house these people decently and economically. You can’t do it. We 
have to increase. 

Mr. Apponizio. Mr. Levitt, if I may interrupt you, as I understand 
your statement, you are opposed to putting a limitation on the number 
of housing starts in any 1 year? 

Mr. Levirr. That is right. 

Mr. Apvonizio. Well, that would be all right, excepting that the 
Government insures many of these loans. 

Mr. Levirr. That is right. 

Mr. Apponiz1o. Don’t you think because of that, if we didn’t have 
any control of that situation, that it would have a tendency to be very 
inflationary, it would just let it run wild? 

Mr. Levrrr. Well, don’t you split this question into two parts, the 
possibility of it being inflationary, and the risk to FHA. The more 
FHA insures, the more money it makes. The more it spreads its risk, 
the less liability it will have. I think all of the figures of FHA will 
show that the greater the volume, the greater the money they will 
make. 

Number two, as far as inflation is concerned, I see no imposition, 
and I asked Mr. Burgess this and Mr. Martin at a round table dis- 
cussion Senator Sparkman held, I see no imposition of credit controls, 
quotas or restrictions in the automobile business, or any other busi- 
ness. Why the housing business? No one yet has given any good 
reason why the housing business should be ‘singled out for restric- 
tions and for quotas. The only possible reason is that the Government 
happens to have seized on the housing business as a very good thing 
to make some money out of with its FHA and it has done it. 

Therefore, the Government feels that because it is an insuring 
agency, its scope should continue far beyond that, toward quotas, to- 

ward credit restrictions, toward regulation “X’s,” ‘and so forth. T see 
no reason to single it out as against any other business. 

Mr. Winatu. Mr. Chairman. 

Mr. Apponiz1o. Excuse me, Bill, if I may continue. 

You will agree there is no Government insurance program, though, 
in the automobile business? 

Mr. Levirr. I think the Government would love to do it if it could 
get its two cents in. 
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Mr. Apponizio. The fact remains that it isn’t. 

Mr. Levrrr. That is correct. 

Mr. Apponizio. I think that is the whole theory behind it. 

Mr. Levrrr. I can’t see it, Mr. Congressman, particularly when 
FHA is the only branch of Government that I know of that is not only 
self-sustaining, but shows a profit out of this thing we call the 
building business. It is a very, very lucrative thing. I suspect that 
FHA, which had its birth in desperation, is now something which the 
Government says is a very, very fine business. 

Now let’s really make this a solid conservative business. I say the 
Government should remember what FHA’s business is. It is an in- 
suring business, and it is here to stay. Unless we have high credit, 
the construction business will be cut in half tomorrow and that opens 
up another picture as to our economy. 

Mr. Wipnatt. I was thinking along the same line as Representative 
Addonizio and about the fact that we are very much interested in 
whether or not the saturation point has been reached. Any profit 
made by FHA would certainly disappear. Just because people want 
mortgage money, they could go in and build, regardless of need. 
There are areas in the United States where I think it was necessary 
to tighten up because there was a situation where we were getting over- 
building. ‘There is no question about the fact that we need con- 
struction and possibly 1,200,000 is not enough and we ought to go 
higher, but there are areas that should be watched because houses are 
not moving like they were before. 

Mr. Levirr. That is correct. May I reply? 

Mr. Wipnatt. That is why the Government is definitely interested 
in it and interested in it in a different way than in the automobile in- 
dusiry and the baby carriage industry, where it has no stake. 

Mr. Levirr. Mr. Widnall, my philosophy is that there should be 
no restriction, but let’s agree that since you have a stake there should 
be. This has nothing to do with the supply of mortgage money. You 
have in your possession right now all of the weapons for restriction 
and I will tell you what they are. If there should be an area where 
the Government deems there is too much building, either here, there, 
or any other place, just don’t issue what we call firm commitments. 
If Levitt feels like sticking its neck and building 10,000 houses and 
FHA feels that Levitt is wrong, all FHA has to do is say: “Levitt, 
here are 10,000 conditional commitments. If you can get bona fide 
customers for each one of these 10,000 houses, then we will insure, but 
God help you if you don’t get it, because you are on your own.” 

FHA has the weapon. You can restrict very, very simply. What 
I am talking about is the elimination of inflation by not having all 
of us bid for a small amount or a limited amount of money. It is 
exactly the same as lumber or anything else. If there is an abundance 
of lumber, the price goes down and not up. That is one thing I can’t 
understand as long as I come to Washington. If you get an abundance 
of money, you don’t get inflation, you get prices coming down be- 
cause more of us can build and more of us can compete for the custo- 
mers available. If FHA or the Government thinks that we now have 
too much building, it should be restricted. Fine, you build on your 
own, Mr. Builder, if you have the customer; if we in FHA are wrong, 
then we will insure. 
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Now the instrument isthere. You need no legislation for that. You 
need no standby controls for it. It is part and parcel of FHA’s way 
of doing business. 

Mr. Wipnatt. I think, Mr. Levitt, that you made a very excellent 
suggestion with respect to that roundtable conference. There is a 
field there for investment that could be developed wholesomely for 
the whole economy. 

Mr. Apponizio. But the fact remains that these pension-fund people 
are opposed to putting that money into the mortgage field. 

Mr. Levrrr. I don’t think anybody in the pension-fund business 
will use the expression you used, Mr. Addonizio. He won’t say he 
is opposed. He just doesn’t do it. I don’t think you could get anyone 
to say he is opposed and that is why I suggested the roundtable. It 
would be very interesting to ask the question directly. 

Mr. Apponizio. Weill, how do you think we can attract them in the 
field ¢ 

Mr. Levirr. By invitation. 

Mr. Apponiz10. On what basis / 

Mr. Levirr. On the basis that pension funds are a quasi-public 
fund, that no bank and no trustee has a right to simply sit on 
them without making some sort of contribution to the economy of 
America. These funds are too huge to be subject to the whim and 
fancy of some particular individual. 

Mr. Apponizio. Suppose they go into this program. What rate of 
interest would you charge and what maturity on the loan? 

Mr. Levirr. I am talking about investing in FHA and VA mort- 
gages. It would be the same mortgages. I am suggesting a portion 
of the pension funds to be placed in the same channels as do the sav- 
ings banks, the life-insurance companies. This is to supplement that. 
We don’t have enough money. You gentlemen said so in your report. 

Mr. Apponizio. I am aware of that. 

Mr. Levrrr. We don’t have enough money through ordinary chan- 
nels to go above the figure of 100,000 units. 

Mr. Ratns. Mr. Levitt, of course the committee agrees with that 
report. It has approval of the statements made in it. To show I go 
along with your thinking of the need for additional money, I am 
introducing a bill as to the National Veterans Life Insurance, that 
20 percent of the money would be earmarked as available for areas 
where there is a high discount and no money available. I hope to 
appear before another committee in the near future and testify, but 
in order that we may have the record a little more informative, let 
me ask you a few questions on the other side, and these questions 
don’t necessarily mean that I disagree with your viewpoint. 

Mr. Levirr. Yes, sir. 

Mr. Rais. It is my information that pension-fund trustees, and 
I take in trust funds and all of the others in this statement, say that 
they hesitate to go into the mortgage field for the reason that it re- 
quires servicing of the loans, it would require additional setups, and 
that they prefer to be mere coupon-clippers instead in those funds; 
is that true or not ? 

Mr. Levirr. That is true, and it is invalid. It is not good. I used 
the figure you will recall, of a 4-percent net return. FHA and VA 
mortgages bear interest at 414 percent, and they can have all of the 
mortgages they want serviced for a half a point. 
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Mr. Ratns. Now, on the other side, there is a great deal of the pen- 
sion fund presently invested in Government bonds. So when we start 
reaching into pension funds heavily, we take away a prime market 
for Government bonds and we will face Treasury pressure. Do you 
think that might be a deterrent ? 

Mr. Levrrr. If I get presumptuous and use the expression that that 
is invalid, it is not that your statement is invalid, but that the state- 
ment you are quoting is invalid. That also is invalid for two reasons. 

Mr. Rarns. The people who testified here this morning for the home 
builders suggested a type of FNMA operation which would sell de- 
bentures and keep it in a private market—all of FNMA/’s operations. 
It was a new and novel idea they suggested, and to get the money to 
operate on FNMA would sell its debentures at, I judge, 314 percent; 
and they seem to think that that would be one way of tapping the 
pension funds—that the people in the pension funds would invest in 
those Government securities since it would not entail servicing of 
mortgages. 

Do you think there is anything to that statement ? 

Mr. Levrrr. No, you just said 314 percent. 

Mr. Ratns. Well, I don’t remember the percentage. 

Mr. Levirr. Well, they won’t give them 4 percent, will they ? 

Mr. Ratns. How much does it cost to service a loan ? 

Mr. Levrrr. Maximum half a percent. Actually it can be done for 
less than that. 

Mr. Ratns. Who would service the loans if they went into that 
business ? 

Mr. Levirr. Any bank or approved mortgagee in the United States, 
of which there are thousands and thousands. 

Mr. Rarns. You believe, then, that a 414-percent Government-guar- 
anteed mortgage would yield 4 percent net to a pension fund? _ 

Mr. Levrrr. 4 percent net, which is better than one-third again 
what they are getting now. 

Mr. Rarns. Of course, the percentage of foreclosures in Govern- 
ment-guaranteed loans is near a minimum, that I know, but there is 
some going on. If the foreclosures on the various loans were carried 
out, wouldn’t the pension fund trustees be involved in the foreclosures, 
or could that be done 

Mr. Levirt. No, the servicing agency would. As a matter of fact, 
these agreements are made every day in the week, and they would 
work out a deal with the servicing agency that if a mortgage goes sour, 
they have the right to substitute another one or they take care of the 
foreclosure. In the VA case the trustee would be paid in cash, and 
in the FHA case he would be paid in Government bonds so he would 
be no worse off than he is now. 

Now, you said, if we tapped a sufficiently large amount of these 

nsion funds, what would happen to the Government bond market ? 

o. 1, I don’t propose to tap a large amount of the pension funds. 
The maximum you could tap—I don’t think we could even use it all— 
is 20 percent of the entire fund. For that amount, you don’t have to 
touch any Government bonds if you don’t want to. Take corporate 
bonds plus one other thing. This money is accumulating every single 
year now at somewhere between 21% and 3 billion dollars. I said when 
I opened my remarks that 3 or 4 or 5 years from today I won’t be 
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concerned with the problem because they will have to invest in mort- 
gages. There won’t be that many securities floated. 

Mr. Rains. Are any pension funds now invested in stock? 

Mr. Levirr. A certain amount in common stocks, but percentage- 
wise it is very small. 

Mr. Rarns. It is not the major portion of the investment ? 

Mr. Levirr. No. 

Mr. Rains. Where is the major portion ? 

Mr. Levirr. Corporate bonds, No. 1, United States Government’s, 
and State and municipal securities, No. 2. 

Common stocks and preferred stocks, a very tiny fraction, miscel- 
laneous, perhaps 1 percent. 

Mr. Ratys. | am not too sure on my tax laws because I am not a tax 
expert, but I, of course, know that corporate bonds and municipal 
bonds are tax free. 

Mr. Levirr. Pension fund income is all tax free. 

Mr. Rains. So would the income off the 4 percent mortgages be ? 

Mr. Levirr. Yes; all of the income is tax free. 

Mr. Ratns. | agree it isa great source, and I think needed mortgage 
money is the only extra contribution to be made because presently all 
we have is the sav ings of the people; isn’t that right? 

Mr. Levirr. That is correct. 

Mr. Rarxs. Now about the limit on housing. Of course, there has 
never been, that I know of, any Government edict of any type that says 
the limitation on housing is set at a particular figure. There is always 
talk and suggestions, but the control of it is actually done by the control 
of ang oe 

Mr. Levirr. That is correct. 

Mr. Ratns. Of course, you have one-third of all of the home-building 
credit in America handled by commercial banks—these are rough 
tigures—another third by building and loan associations, and the other 
one-third is out in the wild blue yonder of the mortgage business field ? 

Mr. Levrrr. Yes, sir. 

Mr. Rains. Do you think there ought to be any kind of Govern- 
ment program that would help stabilize the market and avoid the 
great discounts, the rises up and down in that great third which doesn’t 
have Government assistance ? 

Mr. Levirr. This answers all problems. If there is sufficient 
mortgage money so that people with money must compete for the 
business, the same as a salesman who sells shower doors or lumber 
must compete, then we don’t need any Government assistance. 

As far as I know, there is no Government assistance on any material 
item that goes into the construction of a house. Why should there be 
on money’ The place to increase the supply is right at the source. 

Mr. Rats. The committee agrees with all that and we agree with 
the need, but we are not quite in agreement it is as simple as you 
think. Because across the country—talking to great mortgage bank- 
ers before this committee, men who are actually in the business of 
investing pension funds—they don’t seem to think that a general invi- 
tation will get the money in. I thought you would suggest that we 
ought to have some kind of agency or some kind of organization 
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which would not only invite them, which we are happy to do, but 
would help to control the deal and get them in. 

I don’t think if you just extend ‘the invitation to a roundtable that 
necessarily is going to mean they will do it. 

Mr. Levirr. Change, Mr. Rains, and new ideas, no matter how sim- 
ple they are, are never greeted particularly well. Everybody is a little 
suspicious. Bankers are always suspicious of everything. I know 
that. I remember in 1945, right after the war—or 1946, rather—we 
made an application for a building permit to build a house on a slab 
with hot-water-heating coils in the slab and no cellar. There was only 
one way we ever got the permit. The American Legion and the Vet- 
erans of Foreign Wars, brought about 1,500 young veterans to storm 
the town hall, “to make the town fathers grant the building permit. 
Today it is a very common and accepted “thing, and nobody thinks 
twice about a house built on a slab without a cellar. 

I have never come before this committee, or any other committee, 
with a devious solution to a problem. They are always, I suppose, 
oversimplified. Sooner or later most of them are given thought be- 
cause they make plain common sense. Here is money which, if in- 
vested in mortgages, can benefit every single solitary party con- 
cerned—the owner of the money, the recipient of the money, the 
beneficiary of the income from the investment of the money, and 
those who use the money for our economic picture, to construct 
housing. 

Mr. Rarns. And the general welfare of the people? 

Mr. Levirr. Yes. Not anybody get hurt by this. This is a very, 
very simple procedure. It is too simple, perhaps, to get people to say: 
“Fine, come in and take our money away.” But I suggest that if this 
committee would lend its prestige to a roundtable discussion, I don’t 
think the idea will be disregarded too easily. I would like to hear the 
valid arguments against doing such a thing. I say the building busi- 
ness needs it and needs it desperately. I say we can have these meet- 
ings on FNMA and the complexities of FNMA and the stock issues of 
FNMA, over and over and over again, year in and year out, and every 
year I will quote page 14 of your report: “Every time we get over 
1,200,000 houses we don’t have any money left.” We have to discover 
where to get it. 

Mr. Ratns. We agree with you in the main, and you make a good 
suggestion. This committee is going to look into it. In fact, we have 
already considered the idea of try ing to sit down with these leaders 
in this particular field and see what their reactions would be and what 
attitudes they would take. We recognize, as that report says, the place 
where the money could be had if we can get it properly invested. 

Are there any questions, Mr. O'Hara ? 

Mr. O’Hara. I was thinking, Mr. Chairman, that there is another 
group that we must consider, the group composed of people who put 
their savings in banks, associations and insurance companies, and any 
time there is financing of a housing project, the money really comes 
from the little people and their savings. U nfortunately, we did have 
a situation in the late twenties when there was a construction boom 
and it broke, and the little people had put in something over $15 billion, 
and they were left impoverished. 

Now, I think in all of our consideration of the financing of con- 
struction, we must have in mind the security of the investments into 
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which the savings of the people are put. I don’t think that a group of 
bankers or of builders can say now here is something that is exclusively 
for their determination. We have the responsibility of assuring the 
security of the people’s savings as far as protective legislation and 
prudence in its approach make toward this end. It is one of our con- 
cerns, of the builders, of the mortgage man, and certainly of the 
Congress, to be sure that the construction we are talking about at 
the price it is now costing represents a solid security for ‘the people 
putting inthe money. Now let me illustrate: 

When we had the building boom in the late twenties the money for 
construction was coming from the sale of what they called gold real 
estate bonds. They had a record in the past of no defaults, and 
they were paying 7 or 8 percent interest. Many of the neighbor- 
hood banks and some of the downtown banks recommended to their 

savings depositors to buy those bonds. In the city of Chicago my 

office was then in a new building, relatively small, not completely 
tenanted. And across the street and a few numbers up they were 
building great large skyscrapers and I thought if they can’t fill the 
building in which I was a tenant, how were they going to find the 
tenants to fill the other buildings. Regardless of the past history 
of real estate bonds, and the intensity of the current boom, those 
securities did not seem to me to be sound. It all ended up in a terrible 
tragedy with the savings of the people washed away. I have been 
concerned in the building we are doing now. We build in and near 
Chicago, houses, and the cost of construction is high, and they are 
located largely in the suburbs. 

The tenants are a long way from their places of business and em- 
ployment. They are dependent upon private automobile transporta- 
tion. Now you let some little depletion come in their incomes and 
they will be unable to keep up their payments, and to maintain their 
automobiles and you may See a lot of housing that will go way down 
in value. I am merely bringing this thought before you, that this 
matter of credit for building is not confined to the borrowers and 
the lenders entirely. There is to be considered that other unorgan- 
ized group of the little people who furnish the money through their 
deposited savings. 

You agree w ith me in all of that? 

Mr. Levirr. Yes, generally. 

Mr. O’Hara. Thank you, sir. 

Mr. McDonough ? 

Mr. McDonougu. Mr. Levitt, do you think the funds, the national 
life insurance funds should be used for the purchase of GI mort- 
gages ¢ 

Mr. Levirr. I say that right now any place you can lay your hands 
on money we better get it -and get it fast because if we don’t we 
will have economic trouble i in the United States. I don’t think any- 
body realizes what. is happening 1 in the building business now. It is 
not good, despite Mr. Cole’s statement of yesterday. I saw the paper 
this 1 morning that the mortgage market is easier. Easier is a relative 
term. It was so bad that anything is easier. It is not good. The 
a is desperate. I agree with Mr. Raines’ bill 100 percent. 

I don’t think it is a permanent solution, but right now I say “Yes, 
let’s use them.” 
Mr. McDonovueu. Why is it bad? 
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Mr. Levirr. We haven’t enough money to go around, number one. 
Number two, this administration had tightened up on its credit con- 
trols. It doesn’t realize that in order to sustain a dynamic building 
industry which we have now you have to got to give credit. You 
have got to make things easy. Everybody is making a lot of money, 
but nobody has cash. You can’t buy houses and automobiles and 
television sets and refrigerators and freezers and garbage disposal 
units for cash. You can buy one of them, but that is all. If we 
are going to have the kind of economy that we have, this $400 billion 
gross national product, you have got to have credit. 

Mr. McDonoven. There was enough money for this purpose a year 
ago, as you say. 

Mr. Levirr. Up to 1,200,000 units. The minute we get over that 
figure, we get into trouble. 

Mr. McDonoven. After you get to that limit 

Mr. Levrrr. It is that extra $2 billion that always hurts. Said 
very glibly, it doesn’t sound like much, but it is a lot of money and 
every “hundred thousand houses is at least another billion dollars of 
mortgage money that we need. 

Mr. McDonoven. What has been your experience in the discounts 
on mortgage money ? 

Mr. Levirr. There again, we are kidding ourselves again on the 
interest rate. 

The intent of Congress was that we have a 41% percent interest 
rate but we don’t have a 414 percent interest rate. Let’s not fool 
ourselves. We have something more than that, and that something 
more depends on where you happen to be building, whether you are 
building in New York, Pennsylvania, California, : or Texas. 

But there is no such thing as a 4% percent rate. If you want to 
indulge in semantics yes, we have got a 414 percent rate but that is 
as far as it goes. 

Mr. McDonovcu. What is the average rate? 

Mr. Levirr. I don’t know. If you pay a 2 percent discount that 
is one rate, but pay a 4 percent discount as you might in Califor- 
nia or Texas, and that is another situation. 

Mr. McDonovcu. Would we run into the same problem with the 
pension fund? 

Mr. Levirr. No, supply and demand would take care of it. Right 
after the war, we didn’t have lumber, and as soon as it was legal to 
pay anything you wanted above the table, we paid it and the same 
thing applies to money. 

I say right now if you can get pension funds released you can get 
a mortgage any place in the United States for par. It is only com- 
monsense, high-school economics, I call it, that if there is enough 
money to go around why should anybody pay a premium for it. ‘It 
doesn’t make sense. 

Mr. McDonoveu. Do you know of any pension funds that are 
now buying mortgages? 

Mr. Levrrr. Yes, but unfortunately I can’t tell you who they are. 
They say that that is a privileged communication. But I know them. 

Mr. McDonoven. You only know of one? 

Mr. Levirr. I know of one large trustee which is making a token 
purchase of mortgages, and it is unfortunate that I can’t mention 
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the name because I think they deserve all of the credit in the world for 
having broken the ice. 

Mr. McDonovcu. Could you say what the percentage of their 
funds is that is being used for it ? 

Mr. Levirr. No; you would need a microscope for that. It is just 
a token contribution, but it is a step in the right direction and I 
think once they get their feet wet they are going to like it, because 
they are going to like that 4-percent return. They are not getting 
4 percent on anything else. They are getting 25% percent. 

Mr. McDonoven. Is this a labor organization ? 

Mr. Levirr. No; it is a large bank. 

Mr. Rarns. Any other questions, gentlemen ? 

I have one other question. 

I wouldn’t want to let go by unnoticed the statement about inter- 
est. Of course, it is true that a 414-percent interest rate today added 
to the discount simply means that the borrower is paying more in- 
terest than 414 percent, but my mind goes back to 1953 when there 
was an upping in the interest rates and the discounts still stayed 
with us. 

Now, I ask you the firm question: If we up the interest rate, will 
it do away with the discount rates? 

Mr. Levirr. No. 

Mr. Ratns. Because the money market is short. 

Mr. Levrrr. I pleaded at that time before the entire Banking and 
Currency Committees of both Houses for an increase in the interest 
rate, and I am glad I did it beeause the discounts would have been 
still greater. 

If you were to authorize a 5-percent interest rate, the discounts 
would probably be not quite as much, because they are getting a 
better return at 5 percent, but the crux of the problem is the lack of 
supply. I would like to call money a commodity, a material. 

We just haven't got enough to go around. Now, we used to have 
a phrase that vou can’t build a foundation with molasses; you need 
concrete. Well, you can’t build a house without money. We haven’t 
got enough to go around and that is the evil. If you increase the 
supply, the price of money goes down. Who benefits but the public 
in the long run. 

Mr. Apponizio. That inadequate supply of money—is that brought 
about because we have reached the saturation point on money when 
we had 1.2 billion units? 

Mr. Levirr. That is right. We are on a steady rise upward. 

Mr. Apponiz1o. There is no other reason. 

Mr. Levirr. No; I think there is more money being invested in 
mortgages today than there was 2 or 3 or 4 years ago, except for the 
peak year of 1950. 

Mr. Apponiz1o. Don’t you think the Federal Reserve Board, be- 
cause of its tight money policy 

Mr. Levirr. You mean its restriction on warehousing? No; that 
was psychological. There isn’t enough money to go around. 

Mr. McDonoven. Do you know? Do you think that attractive 
stock issues have siphoned off some of this money ? 

Mr. Levirr. No; the money that goes into bonds and mortgages 
is not the same money that goes into common stocks. 
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Mr. McDonoven. For instance, this recent Ford issue, what was 
the total amount ? 

Mr. Levirr. $650 million. 

Mr. McDonoveu. I thought it was higher than that. 

Mr. Levirr. No, but that wouldn’t do it anyhow. 

Mr. McDonoven. An attractive stock issue siphons some of that 
money off. 

Mr. Levirr. But the savings-bank figures show they have more 
money now than they did a year ago. ‘We just want to build more 
and more houses all of the time. 

Mr. McDonoven. So the money is available for a given amount. 

Mr. Levirr. That is right. 

Mr. Rarns. Mr. Levitt, you are a good witness. We appreciate 
your coming before our committee again. You have been here many 
times. You likely will be back again 1 before we get a housing bill out. 

Mr. Levirr. Thank you for the privilege. 

Mr. Wipnau. Could I ask a question ? 

Mr. Ratns. Yes, Mr. Widnall. 

Mr. Wipnatt. Mr. Levitt, in your own experience as a builder, I 
would like to know the answer to this question: Do you find a greater 
demand today for larger houses than you did 3 or 4 years ago? 

Mr. Levirr. Yes, sir; a little bit more space, and definitely more 
rooms. We would not build now a two-bedroom house any more. 

Mr. Wiwnaty. Do you find that demand coming from all groups 
within the society ¢ 

Mr. Levirr. Oh, yes; we have most of our business with young 

eople, but these young people now are not just newly married. T hey 
an been married several years; they have families, and there is a 
tendency toward larger families, also. 

Mr. Wipnatt. So they initially are looking for larger houses than 
groups looked for several years ago. 

Mr. Levirr. They are looking ‘for a larger house but they are not 
looking for spending a lot of money. That is the point. And we 
have to bring the cost down. I would like to make one more comment, 
and then I am through. One of the real big costs that could be elim- 
inated today is the difference in the cost of money. I might tell you, 
for instance, that right after the war there was this pent-up amount 
of money begging to get invested—they hadn’t done anything with it 
for 3 or 4 years. 

We were getting mortgages at 104, that is 4-point premium. Now, 
if you will contrast that premium with some sort of a discount today, 
which varies, the purchaser gets the cerdit for it or pays for it, one 
way or the other. You can see the difference in something that the 
purchaser could not see intrinsically, this item called money. The 
cost of this item certainly didn’t make the house any better or worse, 
but it remained a big substantial item of cost to the homeowner. 

Now, if you take, for instance, 6 or 7 points on a $10,000 mortgage, 
you can see six or seven hundred dollars does an awful lot of buying 
of refrigerators, washing machines, and so on. 

Mr. Ratns. You are right. 

Mr. Levirr. That could come down. 

Mr. O’Hara. Mr. Chairman, I would like to pursue another line 
of questioning. What effect has the expansion of consumer credit 
and more specifically the recent expansion of time payments on 
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luxury cruises had on the general consumer credit setup? What 
repercussions, if any, has it had on building of homes? 

Mr. Levirr. I don’t think one has anything to do with the other. 
Do you mean; has it slowed down the buying of houses 

Mr. O’Hara. Yes. 

Mr. Levirr. Let’s put it this way: Anything that takes the cus- 
tomer’s dollar obviously deprives him of that much more purchasing 
power for something else. 

If he decides to buy a new car, and a new piano, he may not have 
anything left over to buy a house. But that isn’t any more applicable 
today, from what it might have been a year-or 2 ago. 

Mr. O’Hara. I have had some concern over the extension of con- 
sumer credit even into trips to Europe and Caribbean cruises on time 
payments, and that is why I am coming to you for your sound coun- 
sel. Of course, taking a luxury cruise on time payments is increasing 
the debt load of the individual who may now ‘ buying a home and 
making payments on it. He has a car, he has a TV set, and then you 
add to that this payment that he has to make on his trip to Europe 
and his cruise of the Caribbean. 

Mr. Levirr. But Mr. O’Hara, that is just arithmetic. It depends 
on how much money he has to divide up, how big the pot is. 

General Motors and Buick just came out saying that for the first 
time in history the Buick employee on the assembly line was now 
making enough money to buy a Buick, to buy his own product back 
again. He was getting an average of $5,400 a year, and he could 
buya Buick. It depends on how big the pot is. 

Mr. O’Hara. You were speaking of the scarcity of money and the 
demands on the available supply. I have in mind one concern that is 
extending consumer credit into the 7 or 8 foreign countries in which 
it operates, in all of them on consumer credit. At the present time, I 
understand that it has borrowed all that it can borrow from the banks, 
running into a tremendous sum of money, and also to raise more money 
it has sold a couple of its properties. Will not there be repercussions 
from that on money available for housing, having in mind that there 
is, as you have pointed out, a limited supply of money 4 

Mr. Levirr. No; that isshort-term money. That is commercial bank 
money. Our money is savings money. 

Mr. O’Hara. So it wouldn’t have an effect. 

Mr. Levirr. No; it is two different classes of money. We don’t even 
want their money. 

Mr. Rats. Thank you, Mr. Levitt, for appearing. 

We have other questions we would like to ask you but we are very 
busy. 

Thank you very much. 

Mr. Levrrr. Thank you. 

Mr. Rains. The next witness is Mr. Wallace J. Campbell, director 
of the Cooperative League. 

Yome around, Mr. Campbell, identify yourself for the record, and 
then proceed. 

I believe you have a written statement ? 

Mr. CampsBeti. Yes, sir. 

Mr. Rarns. You may proceed. 
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STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE, COOPERATIVE LEAGUE OF THE UNITED STATES OF 
AMERICA 


Mr. Campsetu. Mr. Chairman and gentlemen of the committee, my 
name is Wallace J. Campbell. I am director of the Washington office 
of the Cooperative League of the United States of America. The Co- 
operative League has played a leading role in the development of 
cooperative housing in the United States. The league includes in its 
membership more than 2 million family-members of consumer, service, 
and purchasing cooperatives, in addition to more than 3 million mem- 
bers of rural electric cooperatives associated with the National Rural 
Electric Cooperative Association, and 8 million members of credit 
unions associated with the Credit Union National Association. 

Today we are anxious to talk with your committee about an ex- 
tremely serious problem which confronts further development of co- 
operative housing. The problem grows in a large part out of 
administrative rulings which have been made by the Federal National 
Mortgage Association which impede this development. 

Since this committee was largely responsible for the creation of the 
legislation originally establishing the cooperative housing section of 
FHA, and since this committee also recommended the legislation 
which authorized the advance commitments on the part of FNMA for 
purchase of mortgages for cooperative housing, we know this will be 
of prime concern to you. 

Cooperative housing provides one of the most reasonable and ef- 
fective methods rena which the average consumers in middle- 
income families can secure good housing at costs they can afford to pay. 
The long-term amortization features combined with the nonprofit 
character of cooperative housing and the supplemental factors of 
self-help and maintenance, and so forth, have cut housing costs sub- 
stantially under this program already, even though its accomplish- 
ments to date have been comparatively small. 

For the record, it is well to point out that more than 33,000 families 
have now secured their housing facilities under section 213 of FHA. 
This provides admirable housing for the equivalent of a city of 100,000 
people and is no small accomplishment. The monthly carrying 
charges have run an average of 20 to 25 percent less than comparable 
housing built under other sections of the Housing Act, and are, of 
course, substantially lower than most conventionally-financed housing. 

Since the problem that faces us is complex, we would like to save 
the committee’s time and yet make a complete record by submitting for 
the record at this time: 

(1) A copy of our letter of September 12, 1955, to Albert Cole, Ad- 
ministrator of the Housing and Home Finance Agency and Chairman 
of the Board of FNMA. 

(2) A brief by Krooth & Altman setting forth the legislative history 
and legal aspects of the problem. This was prepared at the request 
of officials of FNMA and submitted December 20. 

(3) A copy of Mr. Coles’ reply dated February 8, 1956, in which 
he rejects outright any adjustment of the fees and regulations insti- 
tuted by FNMA. 

(4) Those sections of the report of your committee on housing, 
dated January 31, 1956, dealing with FNMA. 
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Mr. Rarns. Do you think it would be better to include those items 
at the end of your statement ¢ 

Mr. Campseii. They can be at the end of the statement. 

Mr. Rains. They may be included. 

Mr. Campse.y. At this point, I would like to say we have appre- 
ciated the very effective and constructive work this subcommittee has 
done. We feel you have made a very substantial contribution toward 
the Congress’ understanding of the cooperative housing problem and 
we are particularly appreciative of the reports you have presented 
at this current session. To summarize the situation in a few words 
for the committee: The Housing Act of 1955 authorized the Federal 
National Mortgage Association to make advance commitments to 
purchase mortgages on cooperative housing projects up to $50 million 
outstanding at any one time. It was clearly the intent of the Congress 
that this legislation was to provide ta assistance for cooperative 
housing with particular emphasis on consumer sponsored projects, 
open-occupancy projects, and minority projects which faced particular 
difficulty in finding mortgage financing. 

When similar authorizations were made in 1951 and 1953, FNMA 
made commitments and purchased mortgages at par with a fee of 0.5 
percent to cover the costs of application and processing. There is a 
very substantial record of experience in this field. 

Unfortunately, when regulations were written covering the $50 
million authorization in 1955, FNMA instituted the following charges: 

(a) A nonreturnable advance commitment fee of 1 percent. 

(b) Purchase of mortgages at 98, which involves a 2-percent 
discount. 

(c) A purchasing and marketing fee of 0.5 percent. 

These combined make a total charge to the consumer, in addition 
to the downpayment required by law, of 3.5 percent. This means a 
charge to the consumer on a $10,000 mortgage of $350 cash. 

Since your committee looks at the overall costs involved, you are 
aware that in addition the consumer pays an FHA inspection fee of 
0.5 percent plus an FHA examination fee of 0.3 percent. You, of 
course, are aware of the fact that FHA charges a 0.5 percent fee to 
insure the mortgage. In this particular case it is an FHA insurance to 
FNMA against any loss on the mortgage. 

The fees and insurance to FHA, therefore, total 1.3 percent. 

In addition, the cost of the construction loan and the costs of serv- 
ice of an FHA-approved mortgage institution add 1.5 percent of the 
financing cost. 

In a sales-type co-op, where homes are eventually individually 
owned, the cost is an additional 1 percent making that 214 percent. 

Mr. Rains. Why is that extra 1 percent ? 

Mr. Camppetu. That is because in a sales type cooperative, the 
homes are eventually broken out of a blanket mortgage, and carry an 
individual mortgage so it is a little more expensive. 

Mr. Rats. I see. 

Mr. Camrseti. At this point, the consumer has paid 6.3 percent 
before paying any interest on the mortgage. The interest on the 
mortgage for a management-type FHA 213 cooperative is 4.25 percent. 
The sales-type mortgages run slightly higher, at 4.5 percent. The 
cost to the consumer can run as high as 10.55 percent during the first 
year in addition to the regular downpayment which is required by 
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law. In a sales-type co-op this total can read 11.8 percent. We cite 
these costs in order to let you know the seriousness of the fees which 
take the cooperative housing program out of its primary function of 
service to middle-income families. 

It is quite obvious that the FNMA fee structure was established 
without prior consultation with FHA, the agency responsible for the 
cooperative program. 

The rules and regulations of FHA prohibit the payment of fees in 
excess of 1.5 percent. 

Since FNMA will not act as an originating mortgagee, an FHA- 
approved mortgagee must be obtained for this purpose. All origi- 
nating mortgagees today charge the full 1.5 percent fee for their serv- 
ices. Therefore, the payment of the fee required by FNMA in addi- 
tion is prohibited by the FHA regulations. 

This is a rather absurd situation on the face of it. A program there- 
fore cannot work unless the originating mortgagee is willing to per- 
form without a fee, which in today’s market is unheard of. The FHA 
will not recognize the 2 percent FNMA discount in the estimated 
replacement cost for the purpose of arriving at the insurable mort- 
gage. It must, therefore, come out of the pocket of the consumers in 
cash and not out of the mortgage. These are two points at which the 
obvious failure to consult have arrived at a deadlock in the program. 

Prior to the new rulings instituted in August 1955, FNMA was 
operating successfully as far as known, purchasing these mortgages 
at par and with a .5 percent total fee. 

The committee will be interested in the previous experience of 
FNMA. The authorization in 1953 to make advance commitments 
for $30 million has worked out very well for FNMA. As of our most 
recent report FNMA was still holding only eight project mortgages. 
These were all on comparatively small projects and left FNMA with 
co-op mortgages totaling $3,926,844 in its portfolio. Several of these 
mortgages are for minority groups in Florida, Georgia, and Mary- 
land, with open occupancy projects in California, Illinois, and Ohio 
making up the balance. 

Let me hasten to point out that FNMA is not losing any money on 
the mortgages being held. It is receiving 4.25 percent interest on 
all of them, with experience indicating there is no danger of losses 
on any of them, and that any losses incurred are already insured by 
the FHA insurance fee paid by the cooperatives. 

The authorization recommended by your committee and adopted 
by the Congress in the last session has resulted in the use of not one 
single dollar of the $50 million because of the exorbitant fees being 
charged. 

It is our understanding that the intent of the Congress was to en- 
courage cooperative housing as a method of providing more housing 
for middle-income families, and that in addition, the intent of the 
Congress in creating FNMA was to facilitate the housing program 
in general. 

The Congress in 1954, as previous witnesses have pointed out, ar- 
ranged for mixed ownership of FNMA and reiterated the impor- 
tance of operating FNMA on a self-liquidating basis. The coop- 
erative section of the program, however, is conducted in a separate 
section of FNMA dealing specifically with special assistance func- 
tions. ‘The cooperative movement is proud of the fact that we have 
not asked for a subsidy and do not intend to ask for a subsidy. 
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Our letter to Albert Cole pointed out that the interest rate of 4.25 
percent provides an adequate income to FNMA, providing sufficient 
revenue to pay the cost of money to the Government plus admin- 
istrative and services costs. This statement has not been challenged 
in any of the conferences or correspondence from FNMA since that 
time. 

Our greatest experience in the cooperative field in relationship to 
the Government has been in the work of the Rural Electrification 
Administration and the banks for cooperatives. In both of these 
cases the rates charged by the Government are substantially less than 
those being charged by FNMA, and the agencies have all been self- 
liquidating. This committee is familiar with these programs, and 
I am sure, is very proud of them. 

In Mr. Cole’s reply to our letter, and our brief, he does not make 
any reference to the cost to the consumer of the fees arbitrarily 
charged by FNMA. He makes no reference to the need of FNMA 
to exact those fees in order to pay the costs of opeartion. He does 
say that to relax the proposed fee schedule would subject the associa- 
tion to criticism, but he did not say criticism by whom. Your com- 
mittee, in a report dated January 31, 1956, indicates its disagreement— 
with FNMA’s policy of a substantial discount for mortgages purchased under 
their special assistance programs. AS a matter of fact, it believes there is much 
to be said that par should be paid for such mortgages precisely because they have 
been singled out as programs deserving of special assistance. 

The only reason given by FNMA for instituting these fees is the 
necessity of discouraging the excessive use of FNMA in supporting 


the Vege The fact that not one dollar of the authorized funds 
) 


has been used to date would indicate that the fees imposed have dis- 
couraged any use of FNMA and have been a direct negation of the 
intent of the Congress to encourage middle-income cooperative 
housing. 

The cooperative movement has long been proud of the fact that 
it seeks no subsidy and insists on paying its own way. The fees 
charged by FHA, for example, have been more than adequate to 
finance the costs of that program to FHA. More than $8 million in 
fees and insurance has been received by FHA to date on the section 
213 cooperative housing program, with losses totaling just $1,928, 
out of the $8 million. 

Of course, the costs of carrying on the program have been substan- 
tial, but the losses have been infinitesimal. FHA fees, however, are 
very reasonable compared with those required by FNMA. 

One of the primary purposes of the cooperative housing program 
was to eliminate speculation in housing construction. The FNMA 
requirement would force cooperative housing to follow the specula- 
tive nature of other segments of housing financing where discounts 
and premiums alternate as the market rises and falls. 

In most of the testimony that has been presented to your committee 
no reference has been made to the fact that premiums have been regu- 
larly charged on mortgages at several times in our economic history. 
Mr. Levitt did refer to it a few minutes ago. 

The purchaser of a unit in a cooperative housing project puts down 
his equity before construction starts; he expects to pay the full costs 
of both financing and construction; but he rightly resents being over- 
charged by an agency of his own Government. 
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The other point, which will remain academic until an adjustment is 
made in FNMA’s fees, is the question of whether or not the ceiling 
established in the law on the amount of commitments made to any 
one State shall revolve. It was the clear intent of the Congress by 
this limitation to prevent any one State from absorbing all of the 
available authorization. It was quite obviously not the intent of the 
Congress to use that limitation for any other purpose. The authoriza- 
tion, as you will recall, provided that: 


(e) Notwithstanding any other provision of the act, the association is author- 
ized to enter into advance commitment contracts which do not exceed $50 million 
outstanding at any one time, if such commitments relate to mortgages with re- 
spect to which the Federal Housing Commissioner shall have issued pursuant to 
section 213 either a commitment to insure or a statement of eligibility ; but not 
more than $5 million of such authorization shall be available for such commit- 
ments in any one State. 


It was quite obviously the intent of the Congress that the $5 million 
limitation referred to the authorization which was for “$50 million 
outstanding at any one time.” The defense of FNMA, in which it 
refers to a Senate bill introduced this year as proof of its contention, 
is certainly tenuous. That is in the letter from Albert Cole. The 
reason the latter bill inserted the language it did was because it wished 
to avoid the same treatment of an authorization for housing for the 
aged which had befallen the cooperative housing authorization under 
FNMA’s rules and regulations. 

May we call your attention specifically to the legal analysis sub- 
mitted by Krooth and Altman, page 23, which points out: 


If the $5 million limitation were not a revolving fund authorization, then 
the $50 million limitation could not revolve either. Most of the cooperative 
housing projects have been built in a few States, so the effect of a fixed-dollar 
State limitation would be to destroy the revolving fund character of the total 
authorization. The States where cooperative housing has been largely built 
would soon be out of the program when they reached the fixed-dollar limit of 
$5 million in FNMA commitments which had been used (even though no longer 
outstanding) ; so there would be virtually no continuing national program there- 
after. Clearly, the intent was to have both a continuing State program and a 
continuing national program, with the limits, respectively, on outstanding com- 
mitments at any one time of $5 million for any State and $50 million for the 
Nation. 


This interpretation is substantiated by your own committee report, 
January 31, 1956, which declares : 


The subcommittee also found another surprising problem which has arisen in 
connection with the limitation on FNMA commitments to $5 million in any one 
State. Although the $50 million fund will be revolving, i. e., permitting addi- 
tional advance commitments to be issued so long as the outstanding total does 
not exceed $50 million. FNMA has apparently ruled differently with respect to 
the $5 million suballocation to $5 million in initial commitments with no per- 
mission to revolve within a $5 million ceiling. 

The subcommttee is informed that the FNMA had no other alternative in view 
of the statute and record. The subcommittee does not believe this to be the 
case, and the subcommittee therefore recommends legislation to the Banking 
and Currency Committee which will make it abundantly clear that the $5 million 
per State suballocation maximum is as a revolving fund exactly the same as 
the overall authorization of $50 million. 


In our view, the Federal National Mortgage Association has the 
power under the law to make adjustments in both of these points un- 
der dispute without further legislation. There is ample precedent 
and congressional justification for the purchase of mortgages at par 
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with a reasonable filing fee. This can be done with no subsidy of any 
kind, and in complete line with the intent of the Congress. 

The ruling on the revolving character of the State limitation is also 
a matter of legal interpretation in which FNMA finds itself in opposi- 
toon to the expressed intent of the Congress. If the committee, how- 
ever, finds that legislation is necessary, the cooperative league would, 
of course, support such action. 

In testimony presented to this committee yesterday, David L. 
Krooth outlined an admirable suggestion for a long-range solution of 
the problem of supplying housing without subsidy for families in the 
middle-income brackets. These are families whose incomes are too 
low for them to afford the housing currently available. They have 
incomes too high to make them eligible for public housing. They pre- 
fer to stand on their own feet and finance their own homes. 

Mr. Krooth’s proposal is the formation of a nonprofit corporation 
which would make direct loans to cooperatives and other nonprofit 
organizations in a manner similar to the operation of the Rural Elec- 
trification Administration. This proposal was received with interest: 
by President Eisenhower’s Special Committee on Housing in 1953 
which asked that a further study be made. 

The cooperative league is happy to associate itself with this pro- 
posal. We respectfully request your committee give it intensive study 
with a view toward action on it at the current session of the Congress. 

We certainly appreciate this opportunity to present our views to 
the committee. 

(The data previously referred to by Mr. Campbell, is as follows :) 


THE COOPERATIVE LEAGUE OF THE USA, 
Washington, D. C., September 12, 1955. 
Administrator ALnert M. Core, 
Housing and Home Finance Agency, 
Washington 25, D. C. 


Dear Mr. Cote: This is in regard to the recently enacted Housing Act of 1955 
which, as you know, authorizes the Federal National Mortgage Association to 
make advance commitments to purchase mortgages on cooperative housing proj- 
ects up to $50 million. 

As we understand the legislative history of the act, it was the intent of the 
Congress to provide special assistance for cooperative housing with particular 
emphasis on consumer-sponsored and minority projects. In our discussions with 
officials of FNMA and FHA we learned that the established practices of FNMA, 
if applied to these mortgages, would inflict a cost to the consumer which seems 
to be unwarranted and inconsistent with the purposes of this legislation. 

The maximum interest rate for the mortgages is, of course, 4.25 percent for 
management type cooperatives, and 4.5 percent on individual mortgages issued 
upon completion of sales type cooperatives. This is certainly an adequate income 
to FNMA, providing sufficient revenue to pay the cost of money to the Govern- 
ment plus administrative and service costs. In addition, may I point out that 
the obligation is insured by FHA by one-half percent mortgage insurance pre- 
mium payable to FHA. This makes the effective annual rate to the consumer 
run 4.75 to 5 percent. 

We now find that in addition to this normal cost of borrowing under an FHA 
mortgage, the FNMA proposes to impose the following additional costs on the 
consumer : 

1. Buy the mortgage at a 98-cent rate, which amounts to an additional 
cost to the consumer of 2 percent of the face of the mortgage. 

2. Charge 1 percent as a fee for issuing its advance commitment, which is 
nonreturnable. 

3. Charge a purchasing and marketing fee of 0.5 percent of the mortgage 
when the mortgage is delivered to FNMA. 

These proposed FNMA charges total 3% points. This amounts to $350 on a 
$10,000 house financing. Besides, the cooperative must pay additional fees for 
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construction financing and the services of an FHA-approved mortgage institution. 
These fees may amount to 1% percent so the total financing costs could be $500 
on a $10,000 house. This cost necessarily comes as an added cash downpayment. 
Such financing costs are prohibitive and overly burdensome on consumers partici- 
pating in a cooperative housing program. These, of course, are in addition to 
the FHA examination fee of 0.3 percent and the FHA inspection fee of one-half 
of 1 percent. 

We do not believe the above FNMA charges on cooperative housing mortgages 
are justified. They largely defeat the congressional intention to assist cooper- 
— with their financing. Briefly our views on these FNMA charges as as 

ollows: 

1. The 2 percent discount on purchase of the mortgage has frankly been 
written into the FNMA regulations to discourage use of FNMA by the 
building industry. We are not in a position to argue the merits of that 
policy as applied to other cases with which we are not familiar. However, 
we are familiar with cooperative housing mortgages and we seriously ques- 
tion this policy as applied to such mortgages. It does not carry out the 
purpose of the legislation, nor does it recognize the intrinsic value of the 
cooperative mortgage insured by FHA. 

2. The commitment and purchasing functions of FNMA should both be 
adequately covered by the interest to be paid to it on the mortgage, without 
making additional charges of 1% percent for these sources. The interest 
return to FNMA provides adequate revenues to pay the cost of money to 
the Government, plus these administrative costs and services. 

3. The recent announcement of FNMA’s net profit of $35 million in the 
fiscal year just closed would indicate that these fees are probably not 
necessary to pay the costs of operation of FNMA. 

In passing this legislation, Congress intended to encourage and aid cooper- 
ative housing projects. Its objective was to provide a source of financing, at 
reasonable cost, for such projects as could not secure their money in the open 
market, either through the unavailability of mortgage money or through any 
misunderstanding the market may have about cooperative mortgages. We feel 
that this congressional intent is being largely thwarted by the prohibitive costs 
of the financing and unwarranted charges which FNMA proposes to impose. 

We would deeply appreciate it if the Board of FNMA could give consideration 
to the situation which faces consumers under the proposed regulations and 
policies and make such modifications as would carry out the intent of the 
Congress. 

Sincerely yours, 

WALLACE J. CAMPBELL. 





KroorH & ALTMAN, 
Washington 5, D. C., December 20, 1955. 
Memorandum to Mr. Wallace J. Campbell, director, the Cooperative League of 
the United States of America. 
Re interpretation of FNMA authorization on cooperative housing, based on 
language and legislative history. 


At the last meeting which we held with the Deputy Administrator of the Hous- 
ing and Home Finance Agency, the President of the Federal National Mortgage 
Association, and its General Counsel, we were requested to furnish a memo- 
randum in support of the position which we took regarding the proper interpre- 
tation of the FNMA authorization on cooperative housing. This memorandum 
has been prepared in response to that request. 


I. LANGUAGE OF FNMA AUTHORIZATION ON COOPERATIVE HOUSING 


By the housing amendments of 1955, the following section 305 (e) was added 
to the National Housing Act, as amended (referred to below as the “FNMA 
cooperative authorization”) : 

“(e) Notwithstanding any other provision of this Act,’ the Association is 
authorized to enter into advance commitment contracts which do not exceed 
$50 million outstanding at any one time, if such commitments relate to mortgages 
with respect to which the Federal Housing Commissioner shall have issued pur- 
suant to section 213 either a commitment to insure or a statement of eligibility ; 


1 Italics added here and elsewhere in this memorandum. 
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but not more than $5 million of such authorization shall be available for such 
commitments in any one State.” 


Il. TWO QUESTIONS OF INTERPRETATION AND CONCLUSIONS 


There are two basic questions of interpretation which have been raised with 
respect to this provision, namely: 
First question 

Whether in its purchases of such mortgages on cooperative housing, FNMA 
is required to follow the same practices as it does under its secondary market 
operations, and to make purchases of such mortgages on cooperative housing 
at the market price and to charge its present high rate of fees or whether FNMA 
is authorized to buy cooperative mortgages at par and to make charges sufficient. 
only to cover its expenses? 

The terms under which FNMA now proposes to purchase such mortgages on 
cooperative housing may be summarized as follows: 

(a) Purchase of the mortgages at 98, which involves a 2 percent discount. 
(bo) A nonreturnable advance commitment fee of 1 percent. 
(c) A purchasing and market fee of one-half of 1 percent. 

The total of these FNMA charges amounts to 3% percent or $420 on a typical 
mortgage of $12,000 on a 3-bedroom home. As you pointed out in your letter 
dated September 12, 1955, to the Administrator of HHI A, there are additional 
fees which the cooperative must pay for construction financing and the services 
of a FHA-approved mortgage institution. These may amount to 1% percent 
so that the total cost of financing would be 5 percent or $600 on the home in 
question. The aggregate of such costs necessarily adds to the cash downpay- 
ment and is prohibitive and overly burdensome. They tend to defeat the basic 
purpose of a cooperative program to provide homes at a lower cost for families 
of moderate income. 

It has been aigued that instead of making charges of this type, it was con- 
templated by the FNMA cooperative authorization that FNMA should purchase 
those mortgages of cooperatives at prices and fees which, while self-supporting, 
would aid the objective of making housing available at moderate cost. In this 
connection, attention is called to the previous practice under the similar pre- 
vious FNMA cooperative authorization where FNMA purchased cooperative 
mortgages at par and made a charge for its services in an amount equal to one- 
half of 1 percent. 

As indicated below, both the language of the legislation and its legislative his- 
tory confirm the conclusion that while FNMA is required to purchase mortgages 
at the market price and while it may justify its present charges under its sec- 
ondary market operation, these requirements and justifications do not apply to 
its operations under the FNMA cooperative authorization. The FNMA coop- 
erative authorization involves the use of Government funds exclusively (just 
as was true under the previous FNMA cooperative authorization) and opera- 
tions under this authorization were not made subject to the restrictions appli- 
cable to the secondary market operation, which is financed in part by private 
investment and is segregated as a separate function for all purposes. Moreover, 
the FNMA cooperative authorization was enacted to carry out a legislative policy 
to aid cooperative housing by reducing housing costs so as to serve more families 
of moderate incomes. In Keeping with these purposes and the language of the 
FNMA cooperative authorization and its history, FNMA should purchase co- 
operative mortgages at par, just as it did under its previous cooperative au- 
thorization and should keep its charges to the minimum required to cover its 
expenses applicable to this operation. 

























Second question 


Whether the $5 million limitation with respect to the amount of advance com- 
mitments to be made in any one State relates to the amount of such commit- 
ments which can be made in the aggregate as an absolute limitation, or whether 
it relates to the amount of advance commitments which may be outstanding at 
any one time. 

As indicated below, the proper interpretation of this State limitation is that, 
just as the $50 million limitation on total of advance commitments for the 
country relates to the “amount outstanding at any one time,” so the limitation 
as to “$5 million of such authorization” relates to the amount of advance com- 
mitments which may be outstanding in any one State at any one time. In 
short, both are revolving fund authorizations. 
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III. WHETHER FNMA IS REQUIRED TO MAKE PURCHASES OF COOPERATIVE MORTGAGES 
AT THE MARKET PRICE AND TO MAKE THE SAME CHARGES AS IT DOES UNDER ITS 
SECONDARY MARKET OPERATION 


A. FNMA provisions of 1954 act 


We shall now consider the language and legislative history of the statutory 
provisions which impose on FNMA the requirement for the purchase of mort- 
gages at the market price and for the fixing of fees and charges, 

First, we will call attention to the distinction in legislative requirements 
between the secondary market operation and the special assistance functions. 
We do so because under the Housing Act of 1954, it was contemplated that the 
special assistance authorization would cover cooperative mortgages. 

There was a discussion on the House floor which indicated the intention that 
the special assistance functions would be exercised for the purpose of assisting 
cooperative housing. It was because of the availability of such assistance under 
the special assistance functions that it was felt appropriate to repeal Public 
Law 2438 of the 82d Congress which in 1951 had established a special FNMA 
authorization to purchase cooperative mortgages. This intention on the part 
of Congress is evident from the following House discussion (pp. 4456-4457 of 
Congressional Record of Apr. 2, 1954) : 

“Mr. Murer. Mr. Chairman, I offer an amendment. 

“The Clerk read as follows: 

“*‘Amendment offered by Mr. Multer: On page 178, strike out everything in 
lines 23 and 24.’ 

“Mr. Mutter. Mr. Chairman, this amendment seeks to strike section 306 from 
this title. It appears on page 178 of the bill. Section 306 seeks to repeal Public 
Law 243 of the 82d Congress, approved October 30, 1951. That section is the one 
which permits advance commitments by FHA for cooperative housing which has 
been used in the main by minority groups. Without this kind of commitment, 
minority groups cannot build any cooperative housing. 

* * * * * * * 

‘It is, therefore, essential that this section be deleted from the bill so that 
cooperative housing for minority groups can be carried on. With this repealer, 
as it stands in the bill, that minority group housing will come to an end even 
before it gets underway. 

* ok cod * * * * 

“Mr. Javits. Is it not a fact that these express groups in view of their nature, 
and of their being put together, could not possibly have any section 213 housing 
projects unless they could get this prior commitment? 

“Mr. Mutter. The gentleman is right. If you cannot get a prior commitment, 
which means an agreement to give you a mortgage, you cannot get temporary 
financing and you cannot put up the building. 

* oe * * a * © 

“Mr. Watcorr. * * * Mr. Chairman, I think attention should be drawn to the 
fact that this applies only to so-called cooperative housing and the reason why 
the provision is repealed is that the authority for assisting minority housing 
is found in the special assistance functions. I call the gentleman’s attention 
to the language on page 14, line 10, which refers to mortgages which are not 
necessarily readily acceptable to such investors. 

€ * * * ” + * 

“Mr. MULTER. What objection can there be to letting section 306 stay in the 
law? 

“Mr. Wotcorr. There is no reason why you should put the two provisions 
in and foul it all up. 

“Mr. Mutter. But the other one is working now. 

“Mr. Wotcort. It is not working as satisfactorily as it is expected to work 
under the proposed language.” 

Thus Mr. Wolcott made clear the purpose of the special assistance functions 
to include cooperative housing and his expectation that the provisions would 
become operative under the new legislation. It is against this background 
that we shall now consider. the meaning and proper interpretation of the lan- 
fuage relating to the special assistance functions as it existed in 1954, prior 
to the passage of the new legislation in 1955 to reenact the special FNMA 
cooperative authorization. It is relevant to know what Congress contemplated 
in 1954 under that section. In 1955, Congress went beyond that section and 
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reenacted the earlier special FNMA cooperative authorization (which it had 
repealed in 1954) so as to cover specifically the making of advance comumit- 
ments for the purchase of cooperative mortgages. We shall later consider 
this 1955 FNMA cooperative authorization. 

The Housing Act of 1954 rewrote title II of the Federal Housing Act and 
rechartered FNMA and prescribed its new powers, authorities and limitations. 
The provisions of this new title draw a clear distinction between the two principal 
functions of FNMA (apart from its third function of the liquidation of the 
existing portfolio) namely: 

(1) the secondary market operations which are financed and handled as 
part of the new mixed ownership corporation ; and 

(2) the special assistance functions which are financed entirely with 
funds made available out of the Treasury. 

While these two functions are handled by the same agency, the language 
of the statute, the committee reports and legislative history make it clear that 
there are two entirely different functions. 

Thus, the source of funds and accountability is different. On the one hand, 
the secondary market operation derives its funds in part from private sources, 
while the special assistance function derives its funds entirely from Govern- 
ment sources. 

The separate accountability of FNMA with respect to its special assistance 
functions and its liquidating functions is clearly spelled out in section 307 of 
the act. That section reads as follows: 

“Sec. 307. (a) The Association shall establish and at all times maintain 
separate accountability for (1) its secondary market operations authorized 
by section 304 hereof, (2) its special assistance functions authorized by section 
305 hereof, and (3) its management and liquidating functions authorized by 
section 306 hereof. 

“(b) With respect to the functions or operations of the Association under sec- 
tions 305 and 306, respectively, of this title, (1) there shall be no recourse to 
the capitalization of the Association provided for by section 308 of this title, and 
(2) mortgage sellers shall not be required to make payment to the Association 
of the capital contributions provided for by section 308 (b) of this title. 

““(c) All of the benefits and burdens incident to the administration of the 
functions and operations of the Association under sections 305 and 306, respec- 
tively, of this title, after allowance for related obligations of the Association, 
its prorated expenses, and the like, including amounts required for the establish- 
ment of such reserves as the board of directors of the Association shall deem 
appropriate, shall inure solely to the Secretary of the Treasury, and such related 
earnings or other amounts as become available shall be paid annually by the 
Association to the Secretary of the Treasury for covering into miscellaneous 
receipts.” 

The secondary market operation is subject to entirely different rules and 
limitations than the special assistance functions. These distinctions are evi- 
dent from the language of the statute. itself as. well as the legislative history. 
Thus, we call attention to the following differences in the language and _ history 
as it relates to the secondary market operations in contrast with the special 
assistance functions with respect to the following matters: 
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(a) Type of mortgage to be purchased 











SECONDARY MARKET OPERATIONS 


Section 304 (a) of Statute: 

“* * * the operations of the Associa- 
tion under this section shall be con- 
fined, so far as practicable, to mort- 
gages which are deemed by the Asso- 
ciation to be of such quality, type and 
class as to meet generally the purchase 
standards imposed by private institu- 
tional mortgage investors * * *” 


SPECIAL ASSISTANCE FUNCTIONS 


Section 305 (a) of Statute: 

“The President * * * may under this 
section authorize the Association, for 
such period of time and to such extent 
as he shall prescribe, to exercise its 
powers to make commitments to pur- 
chase and to purchase such types, 
classes or categories of home mortgages 
* * * as he shall determine. 


* ° * * 

Section 305 (b) of Statute: 

“The operations of the Association 
under this section shall be confined, so 
far as practicable, to mortgages (in- 
eluding participations) 


which are 
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Page 45 of House Committee Report 
No. 1429: 

“Secondary market operations (sec. 
804 of National Housing Act).—This 
section would, in part, set forth the gen- 
eral requirements and standards which 
would govern the Association’s second- 
ary market operations with respect to 
marketable home mortgages.” 
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deemed by the Association to be of such 
quality as to meet, substantially and 
generally, the purchase standards im- 
posed by private institutional mortgage 
investors but which, at the time of sub- 
mission of the mortgages to the As- 
sociation for purchase, are not neces- 
sarily readily acceptable to such in- 
vestors. 

Page 46 of House Committee Report 
No. 1429: 

“Special assistance functions (sec. 
805 of National Housing Act).—This 
section would provide that the Presi- 
dent, * * * after determining that such 
action is in the public interest, may 
authorize the Asosciation to make com- 
mitments to purchase, and to purchase 
such types, classes, or categories of 
home mortgages (including participa- 
tions) as he may determine. It would 
provide the special assistance referred 
to in section 301 (b) with respect to 
special housing programs and to re- 
tarding or stopping a decline in mort- 
gage lending and home building. 


(bo) Authority to make advance commitments to purchase mortgages 


Page 46 of House Committee Report 
No. 1429: 

“The Association could not purchase 
participations or make advance pur- 
chase commitments in connection with 
its secondary market operations under 
this section, except that the Associa- 
tion would be authorized, in the dis- 
cretion of its Board of Directors, to 
issue 1-for-1 contracts in connection 
with purchases of mortgages from the 
Association. Such a contract would 
provide that the Association will pur- 
chase mortgages from the holder of the 
contract in-a prescribed amount which 
would not exceed the amount of mort- 
gages purchased from the Association.” 


Page 47 of House Committee Report 
No. 1429: 

“The Association would (1) purchase 
and make commitments to purchase 
home mortgages and participations in 
home mortgages * * *. The total 
amount of purchases and commitments 
could not exceed $200 million outstand- 
ing at any one time.” 


(c) Price to be paid for mortgages 


Section 304 (a) of Statute: 

“In the interest of assuring sound 
operation, the prices to be paid by the 
Association for mortgages purchased 
in its secondary market operations 
under this section, shall be established, 
from time to time, at the market price 
for the particular class of mortgages 
involved as determined by the Asso- 
ciation.” 


Page 46 of House Committee Report 
No. 1429: 

“Purchase prices would be established 
at the market price for the particular 
class of mortgages involved, as deter- 
mined by the Association.” 


Section 305 (b) of Statute: 

“Subject to the provisions of this 
section, the prices to be paid by the 
Association for mortgages purchased 
in its operation’ under this section 
shall be established from time to time 
by the Association. 


Page 47 of House Committee Report 
No. 1429: 

“The Apsociation would have full 
discretion in the establishment of pur- 
chase prices. * * *” 
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(d) lees to be charged by FNMA and Restrictions on use of authorization 


Section 304 (a) of Statute: 

“The volume of the Association’s 
purchases and sales, and the establish- 
ment of the purchase prices, sale prices, 
and charges or fees, in its secondary 
market operations under this section, 
should be determined by the Associa- 
tion from time to time, and such de- 
terminations should be consistent with 
the objectives that such purchases and 
sales should be effected only at such 
prices and on such terms as will rea- 
sonably prevent excessive use of the 
Association’s facilities, and that the 
operations of the Association under 
this section should be within its income 
derived from such operations and that 
such operations should be fully self-sup- 
porting.” 

Page 46 of House Committee Report 
No. 1429: 

“Determinations of volume of pur- 
chases and sales, of purchase and sale 
prices, and of charges or fees, would 
be consistent with the objectives that 
ercessive use of the Association’s fa- 
cilities should be avoided, and that the 
operations should be within the reve- 
nues derived from such operations and 
fully self-supporting.” 


Page 81 of Conference Report No. 
2271 : 

“The conference substitute retains 
the provisions of the House bill with re- 
spect to the rechartering of FNMA ex- 
cept in the following respects: (1) the 
users of the rechartered FNMA will re- 
ceive common stock for their capital 
contributions in place of the convertible 
certificates (convertible into common 
stock upon retirement of Treasury 
stock) that had been provided for in 
the House bill; (2) the Treasury will 
receive preferred stock for its invest- 
ment in place of common stock, and 
dividends could be paid on both the pre- 
ferred and common stock out of avail- 
able earnings; * * *” 


Section 305 (b) of Statute: 

“The Association shall impose charges 
or fees for its services under this sec- 
tion with the objective that all costs 
and expenses of its operations under 
this section should be within its in- 
come derived from such operations and 
that such operations should be fully 
self-supporting.” 


Page 47 of House Committee Report 
No. 1429: 

“The Association * * * would im- 
pose charges or fees for its services 
with the objective that all costs and 
expenses of its spedial-assistance 
operations would be within the income 
derived from its operations under this 
section 305 and that the operations 
should be fully self-supporting. The 
funds required to carry out these spe- 
cial-assistance functions of the Asso- 
ciation would be obtained from Treas- 
wry borrowings.” 


From the above comparison between the language and history of the statutory 
provisions relating to the secondary market operation and those relating to the 
special assistance functions, the following conclusions may be drawn: 

(a) With respect to the type of mortgage to be purchased, the language under 











special assistance is broader since the President may determine the classes of 
mortgages to be purchased; also the mortgages are to be those which substan- 
tially or generally meet purchase standards of private investors, but which 
at the time are not necessarily acceptable to such investors. In short, while 
mortgages purchased under the secondary market operation must be marketable, 
they do not have to be marketable to be eligible for purchase with special assist- 
ance funds. 

(b) While advance commitments can be issued under the secondary market 
operation only under limited conditions (i. e., the 1 for 1 program) such com- 
mitments can be issued generally under the special assistance functions. This 
merely reinforces the different treatment and intent of the Congress with respect 
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to special assistance purchases. It shows its recognition of the absence of a 
market for the mortgages to be so purchased, and the need for advance commit- 
ments under special assistance. 

(c) With respect to the price at which the mortages are to be purchased, 
the language on special assistance does not contain the requirements that 
mortgages are to be purchased at market price. This requirement applies only 
to the secondary market operations. FNMA has full discretion in the establish- 
ment of purchase prices and should be guided by the action necessary to accom- 
plish the purpose of the legislation. This generally means purchases without 
discounts which increase downpayments and housing costs. As the mortgages 
involved are insured by FHA or guaranteed by VA, no losses need be antici- 
pated if the mortgages are held to maturity. As indicated above the mortgages 
purchased under special assistance need not be marketable and there is no 
mandate to sell them. 

d. With respect to the charges to be made, the same limitations and objectives 
are not involved on special assistance. In the secondary market operations, 
the earning of dividend is contemplated in order to pay a return on the private 
money invested in stock. This is not true of the special assistance functions 
where no private investment is involved. Moreover, the secondary market 
operation has as its objective the discouragement of the use of it facilities, and 
charges are made to avoid excessive use of such facilities. In contrast, the 
only objective stated as to fees on the special assistance functions is to produce 
enough income to cover the costs and expenses of this operation. From past 
experience with similar FNMA charges, % of 1 percent (instead of 11% percent) 
would be more than sufficient for this purpose where advance commitments are 
involved. 

The special assistance functions involve the public interest, pursuant to 
which the President acts to meet general conditions in the building industry or 
the economy or conditions affecting investment in particular types of home 
mortgages. In the discharge of these functions, there is no objective to earn 
a profit or discourage participation which economic conditions make necessary. 
Rather, the intent was to establish a self-supporting operation, and to take such 
measures as are necessary to accomplish the purposes and to serve the public 
interest contemplated by the special assistance functions. 

It is signficant to consider the discussion on the House floor relating to the 
affect of the new legislation on the powers of FNMA to purchase mortgages on 
properties in Alaska. Delegate Bartlett made an inquiry with respect to the 
effect of the 1954 legislation and was assured by Mr. Wolcott that the special 
assistance provision of the bill would take care of Alaska insofar as purchase of 
mortgages by FNMA was concerned. This exchange appears in the following 
discussion on page 4456 of the Congressional Record of April 2, 1954: 

“Mr. BarrLetr. May I inquire of the distinguished Chairman of the committe 
if in his opinion the special assistance provision can perform the same functions 
or service as subsection (b) of section 2 of the Alaska Housing Act, which is 
sought to be repealed in section 305, page 178, of the bill? 

“Mr. Woxcorr. The special assistance provision of the bill will take care of 
Alaska, with the exception of the loan authority. That is provided for in other 
legislation.” 

In other words we have a further reaffirmation of the intention that the 
special assistance functions were to be used to carry out purposes of various 
FNMA provisions which had been specially enacted in the past to take care of 
problems such as Alaska housing and cooperative housing. It was for this reason 
that the special legislation on cooperative housing and Alaska housing was being 
repealed. This is specifically supported by Mr. Wolcott's discussion on the House 
floor, which is cited above where he explains the reason for the repeal of Publis 

zaw 243 authorizing the purchase of mortgages on cooperative housing by saying 
that there is no reason to have two provisions in the law to cover the same 
situation. 

B. FNMA provisions in 1955 act 

In 1954, when the new charter and new limitations were written on FNMA, 
Congress was also writing into law many new restrictive clauses on cooperative 
housing. This included the substitution of “value” for “replacement cost” in 
determining the amount of FHA-insured mortgages, along with the repeal of 
the special FNMA authorization to make advance commitments for the purchase 
of cooperative mortgages. 

When it developed that the action taken at the 1954 session had the effect of 
stopping the cooperative housing program, Congress took necessary corrective 
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measures. In the Housing Amendments of 1955 it enacted necessary. legislation 
to repeal its 1954 restrictions and add new provisions designed to encourage 
cooperative housing and secure a resumption of that program. This action 
included the following measures: 

(a) The enactment of a special FNMA Cooperative Housing Authorization, in 
place of the one repealed in 1954. There was a recognition that the Special 
Assistance Authority was not being used to purchase cooperative housing mort- 
gages. This reenactment contained provisions similar to the repealed Public Law 
243. However, there were increased authorizations to $50 million as a revolv- 
ing fund for the country and $5 million for any one State. These authorizations 
contained authority for advance commitments to purchase cooperative housing 
mortgages, without any requirements for one-for-one and without any require- 
ments for the purchase of stock in FNMA. Purchases were to be made with 
the use of Government moneys made available from the Treasury for these pur- 
poses. 

(b) The repeal of the amendment adopted in 1954, establishing value as a 
basis for determining FHA-insured mortgages and the restoring of the provisions 
that mortgages were to be based on replacement costs. 

(c) The repeal of the provision eliminating the Office of Assistant Commis- 
sioner on Cooperative Housing and restoring that office under the title Special 
Assistant on Cooperative Housing. 

(d) Increasing the ceiling to $12,500,000 on the amount allowed for any 
cooperative housing mortgage. 

(e€) Reducing the size of projects eligible for cooperative mortgages from 12 
to 8 houses. 

(f) Authorizing the use of FHA-mortgage insurance by cooperatives in 
acquiring Government-owned housing which is being disposed of. 

The general purpose of the Housing Act amendments of 1955, insofar as they 
related to cooperative housing were explained by Mr. Campbell, director of the 
Washington office of the Cooperative League of the United States of America in 
his testimony before the Senate and House Banking and Currency Committees. 
The folowing brief quotations from his testimony indicate the major purpose of 
these amendments including the proposed amendment to restore the FNMA co- 
operative authorization for the purchase of mortgages on housing cooperatives: 

“The middle-income families in the United States are actually the forgotten 
families in the housing programs. There are adequate credit facilities for higher 
income groups, and at least a token program for low-income groups, as inadequate 
as that token may be. To date, however, there has not been a practical program 
which could meet adequately the needs of middle-income families. Representa- 
tives of the A. F. of L. or CIO, whose memberships fall largely into this cate- 
gory, will undoubtedly present specific information in this regard. 

“One of the first experimental programs attempting to meet the need in the 
middle-income brackets was the cooperative housing program of FHA, techni- 
cally known as section 213. This program completed its first 5 years of operation 
April 20. 

+ 


“(2) The Federal National Mortgage Association is already empowered to 
assist in certain types of important housing programs. One of the amendments 
proposed would authorize FNMA to make advance commitments for up to $50 
million worth of consumer-sponsored cooperative housing projects at any given 
time. Not more than $15 million, however, would be available in any one 
State. This would, in fact, be a revolving fund and would assure readily avail- 
able financing for any project which might not be able to secure financing in the 
open market, either because of unfamiliarity with the program or an actual 
shortage of mortgage money. 

= * * ~*~ we * >. 


“To summarize: The purpose of these proposed amendments is to enable the 
cooperative-housing program to recover its prior position of importance by re- 
storing ‘replacement cost’ instead of the ‘value’ concept in mortgage insurance; 
and to allow for the eventual enlargement of the program so that it can serve a 
great many more American middle-income families by strengthening the existing 
legislation.” 

In reporting out the Housing Amendments of 1955, the House Committee on 
Banking and Currency included the following statements emphasizing its purpose 
to remove obstacles to the success of the cooperative housing program and to pro- 
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vide necessary additional authorizations to encourage that program (pp. 10-11 
of Rept. No. 913) : 

“Cooperative housing: 

“The bill contains provisions designed to reactivate the cooperative-housing 
program. This program, authorized by the Congress in 1950, provides special 
mortgage insurance advantages to cooperatives organized to build and operate 
housing for occupancy of their members, or to construct homes for their mem- 
bers. It was a successful program for the middle-income group, and almost 300 
projects, containing a total of more than 32,000 dwelling units, were built. 
However, since the enactment of certain restrictive provisions in the Housing 
Act of 1954, this program has virtually come to a halt, except for projects cov- 
ered by prior commitments. 

“The committee believes that one of the principal obstacles to the success of 
this program is an amendment, recommended by the Federal Housing Admin- 
istration and enacted last year, which had the effect of reducing the maximum 
amount of the mortgage eligible for insurance. This amount had previously been 
determined on the basis of the ‘estimated replacement cost’ of the project. The 
amendment changed this basis to ‘estimated value.’ 8S. 2126 would return to the 
use of ‘replacement cost’ in determining the maximum mortgage amount. 

“Your committee has been seriously concerned about this matter. In recom- 
mending the amendment last year to change the section from a replacement 
cost to a valuation basis, the officials of the Federal Housing Administration as- 
sured your committee that the recommended change would not (except in the case 
of projects proposed for development in inferior locations) result in substantial 
reductions in the maximum amounts of insurable loans and therefore would 
not impede the program. However, experience has proven otherwise. 

oo * ok » * * 4 

“As a second step to make the cooperative-housing program operative, S. 2126 
would authorize the FNMA to make advance commitments for up to $50 million 
worth of cooperative housing projects at any given time. Not more than $5 mil- 
lion, however, would be available in any one State. This would, in fact, be a 
revolving fund and would assure readily available financing for any project 
which might not be able to secure financing in the open market, either because 
of unfamiliarity with the program or an actual shortage of mortgage money.” 

The same type of discussion was concluded in the report of the Senate com- 
mittee but it added the following statement of the committee’s intention that 
affirmative action be taken to make the cooperative housing program operative 
and to expedite it (pp. 4-5 Rept. No. 404) : 

“It is the committee’s intention that the Federal Housing Administration take 
affirmative action to make this program operative and effective, to expedite it, 
and to eliminate administrative obstacles. The committee also requests the 
FHA to make every effort, through its regulations, procedures, and other actions, 
to encourage the formation of genuine consumer-sponsored cooperatives. The 
purposes of this program can be best realized in cases where the cooperatives, 
from their inception, consist of members who actually intend to occupy the units 
to be constructed and who join the cooperative for that purpose.” 

Senator Sparkman, in presenting the housing bill of 1955 as reported to 
the Senate, stated, among other things, with respect to the bill that: ? 

“It also authorizes the Federal National Mortgage Association to make ad- 
Yance commitments to purchase mortgages insured under section 213 in a totai 
amount not to exceed $50 million. This authorization will do much towara 
revitalizing this program.” 

The strong feeling in Congress in favor of producing an effective cooperative 
housing program is further indicated by the following statement made by Sena- 
tor Sparkman, in presenting to the Senate, the bill reported by the committee :? 

“It is the intention of the Banking and Currency Committee that the FHA 
shall take affirmative action to make this program operative and effective and to 
make every effort through its regulations to encourage the formation of genuine 
consumer-sponsored cooperatives to be assisted under this section. We believe 
the purposes of this section can best be realized in cases where the cooperatives, 
from their inception, consist of members who actually intend to occupy the units 
to be constructed and who join the cooperative for that purpose.” 


2P, 6571, Congressional Record, June 7, 1955. 
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In the discussion by Congressman Raines of the housing bill of 1955, Mr. Raines 
pointed out that that bill would have made two changes in the charter of Fed- 
eral National Mortgage Association: * 

“One of these changes, discussed previously, relates to the association’s 
authority to enter into certain advance-commitment contracts to purchase sec- 
tion 213 cooperative housing mortgages. 

“The second amendment would provide that FNMA shall purchase, in its 
secondary market operations, home mortgages at a reasonable price level.” 

The underscored language indicates that Members of Congress were aware of 
the fact that the restrictions on price, which Mr. Raines and others were 
seeking to amend, related solely to the secondary market operations. This 
same recognition is contained in the remarks of Congressman Brown which 
appear on pages 10414 and 10415 of the Congressional Record of July 29, 1955. 
As it developed, the second change was not adopted, but the first one was adopted. 
The Congressional purpose and intent to amend the FNMA legislation in order 
to help cooperative housing was so strong that, even though several other types 
of amendments relating to FNMA and its secondary market operations were 
defeated in the House and Senate, both Houses jointed in enacting these FNMA 
cooperative provisions. 

The entire purpose of the new legislation was to reaffirm the intent and 
purpose of Congress to revitalize the cooperative housing program. Con- 
gressional committees indicated that they had been assured that the 1954 amend- 
ments would not stop the program. Now that it was evident that these amend- 
ments had stopped the program, these amendments were being repeated. The 
intention in reestablishing the FNMA cooperative authorization was to go beyond 
the special assistance functions, as well as the secondary market operations. 

Under the secondary market program, Congress intended to restrict and dis- 
courage the use of FNMA. Under the cooperative housing program, Congress 
intended to encourage and expand the program; to this end, FNMA was to 
provide all necessary financing (within the limit of the revolving-fund authoriza- 
tion) because Congress recognized that such financing was not available from 
private financial institutions generally. Under the secondary market program, 
Congress specifically legislated regarding the price at which mortgages were 
to be purchased and the fees and charges to be collected. No such provisions 
are included in the new FNMA cooperative authorization. Moreover, that 
provision specifically states that its provisions shall be administered and inter- 
preted ‘“nothwithstanding any other provisions of this Act.” 

The FNMA cooperative authorization is not a special assistance function 
in the same sense as those described in section 305 because : 

(1) In this authorization, Congress made the determination that such mort- 
gages on cooperative housing are to be purchased. Under special assistance, 
the President must make the determination as to the special types of mortgages 
which require FNMA investment. No such Presidential determination is needed 
with respect to mortgages on cooperative housing. 

(2) Congress established a special continuing revolving-fund authorization 
for advance commitments to purchase cooperative mortgages. This limit is 
separate and independent of the $200 million authorization for the special 
assistance functions. 

(3) The language of the FNMA cooperative housing authorization is different 
and broader (as set forth below) than that applicable to the special assistance 
functions. 

Thus, the authorization to make advance commitments to purchase cooperative- 
housing mortgages is introduced by the phrase “Notwithstanding any other pro- 
visions of this Act.” This clearly denotes a purpose and intent to allow such 
commitments to be issued, free from the restrictions set forth above, which 
apply either to the secondary market operation or the special assistance functions. 
As set forth under section III—A, the special assistance functions are not subject 
to the limitations in the provisions governing the secondary market operation, so, 
even under special assistance: 

(a) There is no requirement that mortgages be purchased at market price; 
rather, the intent is to buy them at prices fixed in FNMA’s discretion in 
order to carry out the purpose of the program. 

(b) The fees to be charged are not to be set with the objective of dis- 
couraging the use of FNMA facilities, but merely to cover expenses. 





*P. 10417, Congressional Record, July 29, 1955. 
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It is even more clear that these and other limitations which were written into 
the 1954 act were not intended to apply to the new FNMA cooperative authoriza- 
tion passed in 1955 which expressly stated that if provisions were “notwithstand- 
ing any other provisions” of the 1954 act. In this regard, this language is much 
broader than the language in the 1951 FNMA cooperative authorization which 
merely stated that the authorization then “was notwithstanding the provisions 
of subparagraph G of section 301 (a) (1).” (G of section 301 (a) (1) related 
to the prohibition of FNMA contracts to purchase any mortgages unless they 
were guaranteed or insured at the time of the contract.) 

All of the new restrictive provisions in the FNMA act were part of the Hous- 
ing Act of 1954. Those provisions of that act were accompanied by a repeal 
of the 1951 act containing the original FNMA cooperative outhorization. This 
shows that the 1954 FNMA restrictions were certainly not being made applicable 
to this FNMA cooperative authorization. This intent is underscored by the 
introductory clause that the 1955 provisions of he FNMA cooperative authoriza- 
tion were notwithstanding any other provisions of the act passed in 1954. 

Moreover, the action in 1955 was taken as part of a total program to encourage 
and assist cooperative housing and to serve the objective of achieving such hous- 
ing at lower costs to meet the needs of the middle-income families. To apply 
the market price requirement of section 304 (a) of the 1954 act to the FNMA 
cooperative authorization of 1955 is directly contrary to the special treatment 
and encouragement Congress clearly intended to give, and did give. If it was 
the purpose to have such limitations apply, why did Congress have a separate 
FNMA cooperative authorization, if all the same requirements were to be 
applicable? 

One of the major objectives in cooperative housing is to provide homes at 
lower cost and, in this way, to serve middle-income families who may otherwise 
be unable to secure housing. Congress was definitely concerned as to the cost 
of housing and took measures required to reduce costs. It is impossible to 
reconcile this purpose and intent with the current FNMA program, under which 
FNMA is applying the same rules as it does to its secondary market operation ; 
thus, it will buy cooperative mortgages only at 2 percent discounts and it im- 
poses 114 percent additional charges for its services. These provisions relating 
to the secondary market operation have no application to the cooperative housing 
program. 

To carry out the purpose and intent of the FNMA cooperative authorization, 
FNMA should purchase cooperative mortgages at par, just as it did under the 
previous FNMA cooperative authorization enacted in 1951 and continued in effect 
until 1954. Likewise, FNMA should keep its charges to the minimum required 
to cover its expenses applicable to this operation. Under the previous FNMA 
cooperative authorization (which was in effect from 1951 to 1954), there was 
a charge of one-half of 1 percent for the issuance of an advance commitment 
and expenses relating thereto. So far as we know, that charge was regarded as 
more than sufficient to cover expenses and to make the administrative operation 
self-supporting. 

C. FNMA cooperative provisions in 1951 and 1953 housing amendments 

The initial FNMA cooperative authorization was enacted in 1951 in order 
to help give effect to the program of cooperative housing under FHA insurance 
pursuant to section 213. On October 10, 1951, both the House and the Senate 
considered the bill which was enacted into a law as Public Law 243 of the 82d 
Congress and approved October 30, 1951. The language of this bill was as 
follows: 


“AN ACT To permit the Federal National Mortgage Association to make commitments to 
purchase certain mortgages 


“Be it enacted by the Senate and House of Representatives of the United States 
in Congress assembled, That notwithstanding the provisions of subparagraph (G) 
of section 301 (a) (1) of the National Housing Act, as amended, the Federal 
National Mortgage Association is authorized to enter into advance commitment 
contracts which do not exceed $30,000,000 outstanding at any one time, if such 
commitments relate to mortgages with respect to which the Federal Housing 
Commissioner has issued, prior to June 30, 1951, pursuant to section 213 of the 
National Housing Act, as amended, either a commitment to insure or a state- 
ment of eligibility: And provided further, That not to exceed $3,500,000 of said 
authorization shall be available for such commitments in any one State * * *” 

The committee reports on this legislation appear in the Congressional Record 
of the Senate on page 13668, dated October 20, 1951, and are followed by a dis- 
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cussion of the legislation on the House floor. The following excerpts from that 
discussion are relevant in connection with the questions of interpretation which 
are involved in this matter: 

“At the time of the passage of section 213, to provide a cooperative housing 
program, it was assumed that 4 percent interest rate would be sufficient to induce 
capital to purchase mortgages and up to the spring of this year our assumption 
appeared justified. Since then, however, largely because of the change in the 
policy of the Federal Reserve Board with reference to the support of the Gov- 
ernment bond market, the mortgage market has tightened up considerably and 
section 213 mortgages, which the mortgage market is relatively unfamiliar with, 
were very difficult to sell. A number of cooperative housing projects had received 
elegibility statements from the FHA prior to June 29, 1951. There are many 
veterans involved in the projects, and the report of the House committee states 
that many veterans have paid down as much as $1,200, and now they are unable 
to sell their mortgages because of the tight mortgage market. The bill authorizes 
Fannie May to make advance commitments to purchase not more than $30,000,000 
worth of mortgages for the whole country and no more than $3,500,000 in any 
one State. 

* * * * * * * 


“The bill does not change the interest rate. All it does is to authorize Fannie 
May to obligate its own funds for this amount. It furnishes a market up to 
$30,000,000. 

“Mr. SALTONSTALL. That is because the interest rate on mortgage loans has 
gone higher since the change in regulations? 

“Mr. FursricHt. It simply means that investors are not so much interested 
in purchasing these mortgages as they were prior to that change. A year ago, 
when the bill was passed, mortgages of this kind could be disposed of more readily. 
The change in the money market has made them unattractive.” 

From the foregoing it is evident that the purpose of Congress was to use 
FNMA funds to purchase these mortgages even though at the time they were 
being purchased at interest rates which had become unattractive to investors 
generally. As a matter of fact, it was pursuant to this legislation that FNMA 
purchased these mortgages at par and made total charges represented by a 
one-half of 1 percent fee—a half of which was returnable in the event that the 
mortgages were not delivered under certain conditions. 

Congress was aware of the basis on which FNMA was purchasing mortgages 
pursuant to Public Law 243. The law, as initially enacted, provided that FNMA 
could purchase these mortgages if the commitment was issued by FHA prior 
to June 29, 1951. By Public Law 94, the 83d Congress (as part of the Housing 
Amendments of 1953) extended the date for eligibility of cooperative housing 
mortgages from June 29, 1951, to September 1, 1953. In 1953, Congress further 
liberalized the provisions of Public Law 248 by adding the following proviso 
which had the effect of increasing the limit on the dollar amount per dwelling 
unit of mortgages which could be purchased by FNMA in the case of cooperative 
mortgages where the number of rooms equaled or exceeded six for each family 
unit, and where the number of bedrooms equaled or exceeded three for each 
family unit: 

“And provided further, That subparagraph (c) of section 301 (a) (1) of the 
National Housing Act, as amended, shall have no application with respect to 
any mortgage which otherwise qualified hereunder if such mortgage is the sub- 
ject of a commitment to be made by the Association and covers housing in which 
the number of rooms equals or exceeds six for each family unit and in which 
the number of bedrooms equals or exceeds three for each family unit.” 

This legislation indicates the continuing interest and desire of Congress to 
provide FNMA assistance by purchasing cooperative-housing mortgages. Thus, 
in the case of the increase in the amount of mortgage allowable for purchase, 
the effect of this increase was to allow FNMA to purchase mortgages on projects 
involving an average of 6 rooms (and an average of 3 bedrooms) where the 
mortgage amount would be $11,400 on veterans’ projects and $10,800 on non- 
veteran projects. Where the number of rooms and bedrooms was greater, the 
amount of mortgage could be increased by $1,900 per room in the case of veterans’ 
projects and $1,800 in the case of nonveteran projects. 

With respect to the purpose and intention of the 1953 FNMA amendments on 
cooperative-housing mortgages, Senator Douglas presented the following explana- 
tory statement on the Senate floor, which indicates the objective of that legislation 
(p. 7280, Congressional Record of June 25, 1953) : 
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“For over a year, the FHA rule has been that it will not issue either a state- 
ment of eligibility or commitment unless the cooperative has a commitment for 
its financing. If it has such comitment, it would not need to sell the mortgage 
to FNMA. However, there are a number of cooperative projects pending where 
the cooperative has not been able to get a commitment on permanent financing, 
but under present FHA rules, these cooperatives cannot get a statement of 
eligibility or commitment. Consequently, in order to give section 12 any practical 
effect, it is necessary to allow a period of 3 months so that FHA can issue state- 
ments of eligibility to such cooperatives which have not been able to obtain 
financing commitments. This would make section 12 workable as it would make 
FNMA funds available to such cooperatives who have been unable to get financing 
from other sources.” 

Here again we have a congressional expression of its purpose and intent to 
make FNMA funds available to cooperatives who have been unable to get 
financing from other sources. Since the FHA rules precluded the issuance 
of a statement of eligibility or commitment unless the cooperative had a commit- 
ment for its financing, Congress was making it possible for advance commitments 
to be obtained from FNMA to comply with this FHA requirement. Moreover, 
it was extending the period of eligibility of such cooperative projects so as 
to give them time to get an advance commitment from FNMA. 

The 1951-53 FNMA cooperative authorization was repealed (as explained 
above) in 1954 because the special assistance functions were intended to cover 
cooperative mortgages. However, in 1955 the FNMA cooperative authorization 
was reenacted in broader language and with more funds. (The proper inter- 
pretation of the present provision is stated under section III-B of this memoran- 
dum.) In reenacting the FNMA cooperative authorization in 1955 with the 
provision that it was not subject to the limiations in the 1954 act, it was certainly 
contemplated that FNMA would follow the same practices as it did under the 
same legislative provisions before they were repealed—namely the purchase of 
such mortgages on cooperative housing at par, with a service charge of one-half 
of 1 percent. 


Iv. WHETHER $5,000,000 LIMITATION ON AMOUNT OF ADVANCE COMMITMENTS FOR 
ANY STATE IS FIXED DOLLAR LIMIT ON AGGREGATE COMMITMENTS OR REVOLVING 
FUND OF AMOUNT OUTSTANDING 


The second question is whether the $5 million limitation with respect to the 
amount of advance commitments to be made in any one State is (a) a fixed 
dollar limit on the aggregate amount of advance commitments which may be 
issued or (b) a limitation on the amount of advance commitments which may be 
outstanding at any one time. 

It will be noted from the language of the statute that the $50 million limitation 
on the total of advance commitments for the country relates to the amount 
“outstanding at any one time.” Consequently, it is clear that this authorization 
is a revolving fund. It is not an absolute limitation on the total amount of 
advance commitments issued over a period of time, since commitments that are not 
outstanding (whether because they have been fulfilled, canceled or otherwise) 
are not covered by this limitation and do not count against it. The limitation 
is only on the outstanding amount of commitments, regardless of what the 
aggregate of commitments may have been over a preceding period of time. 
In short, the $50 million authorization is a limited revolving fund. 

When it comes to the limitation on the amount of advance commitments for 
any one State, this limitation is expressed as “$5 million of such authorization.” 
The reference to $5 million of such authorization refers back to the total 
authorization which is a revolving fund with the limit applying only to out- 
standing commitments at any one time. Consequently, the State limitation 
is also a revolving fund and applies only to the outstanding amount of commit- 
ments. Otherwise, no effect would be given to the words “such authorization.” 

The revolving fund character of the $5 million authorization for any one 
State is consistent with the congressional policy in other housing legislation 
to establish a limit for any one State of 10 percent of the total authorization: 
For example, such a provision appears in the United States Housing Act. It 
should be noted that the dollar amount of the State limitation of $5 million 
actually amounts to 10 percent of the total dollar amount of $50 million; 
likewise, since the total authorization is a revolving fund applicable only to 
outstanding commitments, the intention is clear that the State limitation was 
also a revolving fund applicable only to outstanding commitments. Only in 
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that way would the State limitation represent 10 percent of the total limitation 
on the amount of commitments to be outstanding at any one time. 

If the $5 million limitation were not a revolving fund authorization, then 
the $50 million limitation could not revolve either. Most of the cooperative 
housing projects have been built in a few states, so the effect of a fixed-dollar 
State limitation would be to destroy the revolving fund character of the total 
authorization. The States where cooperative housing has been largely built 
would soon be out of the program when they reached the fixed-dollar limit of 
$5 million in FNMA commitments which had been used (even though no longer 
outstanding) ; so there would be virtually no continuing National program there- 
after. Clearly, the intent was to have both a continuing State program and 
a continuing National program, with the limits, respectively, on outstanding 
commitments at any one time of $5 million for any State and $50 million for 
the Nation. 

We wish to call attention to the following respect in which purpose and intent 
of the present FNMA cooperative authorization is broader in scope, and limitless 
in time, as compared with the previous authorization in Public Law 2438 of 
the 82d Congress: 

1. The purpose of the previous authorization was to meet a special problem 
in relation to commitments or statements of eligibility which had been issued 
by FHA up to a certain date. The objective was to authorize FNMA to issue 
a sufficient amount of advance commitments to cover a designated group of 
projects which had FHA commitments or statements of eligibility. The total 
amount of the FNMA authorization was actually calculated on a basis to take 
care of the estimated dollar amount involved in the existing projects covered 
by such commitments or statements of eligibility. 

2. In contrast to that situation, the present FNMA cooperative authorization 
was intended to take care of an increasing number of projects over a period of 
time. The present authorization was passed at the same time as Congress was 
enacting various measures (as set forth under section III-B above) to stimulate 
and encourage cooperative housing. The congressional sponsors anticipated 
that these changes would increase the volume of cooperative housing construc- 
tion. The FNMA cooperative authorization was part of the 1955 legislative 
program toe take care of this increased supply of cooperative housing projects 
and the mortgages involved therein. 

Thus, there is no time limit on the operation of the FNMA cooperative au- 
thorization, but only a limit on the amount of commitments to be outstanding 
at any one time. 

3. The previous FNMA cooperative authorization had a time limit with 
respect to the projects which would be eligible for advance commitments from 
FNMA to purchase mortgages. Only projects which received FHA commit- 
ments or statements of eligibility by a certain date were eligible for FNMA 
commitments. Initially this date was June 29,1951. In 1953, Congress amended 
the authorization to extend the date to September 1, 1953 (as explained in 
section III-C above). 

4. In contrast to that situation, there is no time limit in the present FNMA 
cooperative authorization with respect to the eligibility of projects based on 
when they receive commitments or statements of eligibility. All cooperative 
housing projects are eligible when they have FHA commitments or statements 
of eligibility. This difference underscores the purpose and intent of the present 
FNMA cooperative authorization to establish a continuing revolving fund which 
limits advance commitments only to the amounts outstanding at any one time 
for the Nation at $50 million and for any State at $5 million. 


Davip L. KrooruH. 


IloUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., February 8, 1956. 
Mr. WALLACE J. CAMPBELL, 
The Cooperative League, 
Washington 5, D. C. 

DEAR WALLY: This is with further reference to both your letter to me and to 
Mr. Meistrell, and is in reply to your letters of December 23 and 28, 1955, to Mr. 
Baughman, President of the Federal National Mortgage Association. You fur- 
nished us copies of an analysis of certain FNMA cooperative housing legislation, 
being section 103 of the Housing Amendments of 1955. I hope that this letter 
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will serve to make clear the careful study which has been given to the problems, 
and to outline the main bases ior the imerpse.iivus that have been adopted. 

Preliminarily, we have noted that the analysis presents the view that the As- 
sociation has equated its special assistance functions, including its functions 
under the FNMA cooperative housing legislation, with its secondary market oper- 
ations. (See, especially, the paragraph beginning at the bottom of page 2 of the 
analysis.) However, the Association has not, in fact, so equated the two phases 
of its activities—that it has not auue so is best demonstrated by the fact that at 
present time its prices under the special assistance functions, inclusive of its 
functions under the FNMA cooperative housing legislation, are established on a 
uniform national basis and in most instances are higher than its prices under 
the secondary market operations. 

The analysis dealt with two main problenis concerning the legislation: One is 
whether the Association should buy cooperative housing mortgages at par (100), 
with fees and charges in an amvunt less than those applicable to purchases under 
other programs of the Association’s special assistance functions; and the other 
is whether the $5 million State limitation should revolve. 

First, as to the problem of pricing and fees or charges, we shall comment on 
the drafting method and terminology actually used, before commenting on what 
are perhaps inore basic aspects of the problem. Section 103 placed the FNMA 
cooperative housing authorization under the Association’s special assistance 
functions, as subsection (e) of section 305 of the Federal National Mortgage 
Association Charter Act. Under the charter act, all purchases under the special 
assistance functions are subject to certain requirements, some of which are stated 
under the special assistance functions and some of which are stated elsewhere 
in the charter act. 

Among the requirements stated under the special assistance functions in the 
charter act (see section 305 (b) therein) are the following with respect to 
prices and charges or fees: 

“Subject to the provisions of this section, the prices to be paid by the As- 
sociation for mortgages purchased in its operations under this section shall be 
established from time to time by the Association. The Association shall impose 
charges or fees for its services under this section with the objective that all 
costs and expenses of its operations under this section should be within its in- 
come derived from such operations and that such operations should be fully self- 
supporting.” 

It cannot be said, we believe, that the first clause of the 1955 amendment 
(“Notwithstanding any other provision of this Act’) serves to negative the 
application of the above quoted requirements and other similar requirements 
which are not inconsistent with the amendment. The most obvious support for 
this belief is that the FNMA cooperative housing authorization imserted in the 
Charter Act by the 1955 amendment does not express even a requirement that 
mortgages purchased must be finally insured by the Federal Housing Commis- 
sioner. Certainly, final insurance was intended to be a requirement. The ex- 
planation of why it is a requirement is that purchases under the 1955 amendment 
are subject to the general requirement of the Charter Act that mortgages pur- 
chased must be insured by the Federal Housing Commissioner or guaranteed by 
the Administrator of Veterans’ Affairs. 

As to the more basic aspects of the problem of prices and charges or fees, it 
should be stated initially that the Association’s current purchase price for co- 
operative housing mortgages is 98. 

It is the policy of the Association that its special assistance functions should 
supplement, but should not supplant, the activities of private mortgagees in the 
financing of housing intended to be assisted by the several FNMA special as- 
sistance programs. In order to avoid undue Government-financed competition 
with private enterprise, the Association believes that these special assistance 
functions should be utilized only to the extent that the activities of private lending 
institutions may not suffice. 

If the Association’s criteria for purchasing mortgages (including pricing cri- 
teria) under its special assistance functions were so liberal or so attractive as 
to be substantially more advantageous to mortgage originators than the terms 
offered by private investors, it would follow that virtually all the mortgages 
would be offered to the Association. The Government would, as a consequence, 
almost certainly be providing financing which private enterprise might otherwise 
be willing to undertake. Provisions against the foregoing possibility have seemed 
to the Association’s board of directors to constitute desirable operating policy 
for the special assistance functions, especially in the absence of a statutory di- 
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rection that FNMA should use Treasury funds to purchase such mortgages at 
par (100) or at some other specific figure. 

A compelling reason for the establishment of the purchase price for cooperative 
housing mortgages with some relationship to general secondary mortgage market 
prices (and, consequently, at less than par (100) at the present time) is premised 
on the belief that the Association was never intended to purchase mortgages for 
permanent investment but, on the contrary, is expected to sell its mortgage loans 
and to hold to a minimum the Government’s investment in the mortgage port- 
folio of the Association’s special assistance functions. The entire legislative 
history of the Association justifies this belief. The Association feels that the 
realization can hardly be attained in the absence of an appropriate relationship 
between the two sets of prices. 

Since a purchase price of 100 would be higher at the present time than the 
prices being paid in the general secondary mortgage market for section 213 
cooperative housing mortgages or generally comparable types of mortgages, it 
has been the Association’s position that a par price of 100 would effectively 
serve to eliminate any reasonable prospect that private funds would be supplied 
in an appreciable volume for financing such cooperative housing. It seems 
likely that under such a procedure the Government would be assuming prac- 
tically the entire financial burden of the program. Also, there would be vir- 
tually no likelihood of reselling such mortgages, except with the incurrence of 
a loss. 

The Association must believe that the FNMA cooperative housing legislation 
was written with the foregoing basic considerations in mind. 

In some areas of the country the Association’s purchase price of 98 for section 
213 cooperative housing mortgages is higher than the prices being paid by private 
investors for the same or generally comparable types of mortgages. In this 
respect, and by the issuance of commitment contracts prior to construction, cer- 
tainly the Association does render “special assistance” with respect to mort- 
gages covering cooperative housing. 

Secondly, as to the problem of the $5 million State limitation, I shall refer 
to the terminology used in the FNMA cooperative housing legislation itself, 
before moving on to the legislative history and to the considerations coupled 
with it. All of these are involved in the problem. The terminology clearly 
shows that the $50 million nation-wide commitment amount has the feature 
of revolving, because of the relation between the figure and the phrase “out- 
standing at any one time” immediately following it. No phrase comparable to 
that quoted has proximity to the $5 million State figure. Consequently, there 
arises the problem of whether the State commitment amount revolves. 

To resolve the problem, it is necessary to consider pertinent legislative history. 
As a preliminary, however, I shall make reference to Senate bill No. 2790, 
introduced in the Senate on January 5, 1956, covering housing for elderly per- 
sons. Section 2 (c) of the bill contains a provision affecting FNMA which is 
proposed to be inserted in the Association’s Charter Act under the special 
assistance functions (as was the FNMA cooperative housing amendment), and 
which follows the terminology of the FNMA cooperative housing legislation 
word for word with respect to the revolving problem, with one exception. The 
exception is that the phrase “outstanding at any one time” has been inserted 
immediately following the $5 million State figure. The variance seems to con- 
stitute confirmation of the fact that the State commitment amount would not 
revolve in the absence of the phrase added, of course. 

As to the legislative history directly in connection with the FNMA cooperative 
housing provision, the following appears on Page 4 of the Report (Senate 
Rept. No. 404, 84th Cong., Ist sess.) covering the provision in its then proposed 
form: 

“As a second step to make this bill operative, the bill would authorize the 
Federal National Mortgage Association to make advance commitments to pur- 
chase cooperative housing mortgages in a total amount not to exceed $50 million. 
Not more than $5 million of this special authorization could be made available 
in any one State.” 

This statement indicates that neither the $50 million commitment amount nor 
the $5 million commitment amount was intended to revolve. But the FNMA 
cooperative housing provision expressly requires that the $50 million commit- 
ment amount revolve. 

However, it is believed the quoted statement would render the Association 
highly vulnerable to adverse criticism if the FNMA cooperative housing provi- 
sion were to be interpreted to the effect that the $5 million State commitment 
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amount should be permitted to revolve. Especially is this so when the statement 
is taken in conjunction with broader legislative history relating to affairs of the 
Association other than those directly connected with the FNMA cooperative 
housing provision. 

As to the broader legislative history the fact is that, in general, the Associa- 
tion’s mortgage purchases effected with Treasury funds have invariably been 
subjected to substantial statutory controls. In connection with this point, the 
Association simply cites the following in illustration: Section 1 of Public Law 
176, 81st Congress, first session ; section 608 (b) of Public Law 139, 82d Congress, 
first session; Public Law 243, 82d Congress, first session; and sections 12 and 14 
of Public Law 94, 83d Congress, first session. 2 

Statutory control of the Association’s expenditures of funds borrowed from 
the Treasury would be very slight indeed if the FNMA cooperative housing pro- 
vision were to be interpreted so that both the $50 million and the $5 million 
commitment amounts revolved ; the total of the expenditures would be controlled 
virtually only by the rate at which construction could be completed. 

There is an appropriate statutory control as to purchase of cooperative housing 
mortgages, however, when the FNMA cooperative housing provision is inter- 
preted so that the $5 million State commitment amount does not revolve. The 
total amount of possible purchases is limited to approximately $240 million. 

It is FNMA’s belief that the statutory language and the legislative history 
referred to herein dictate the conclusion that the $5 million State commitment 
amount does not revolve. 

You are assured, again, that the foregoing two problems have been subjected 
to very careful investigation and study over an extended period of time. I will 
gladly furnish you with any further information that you may request. 

Sincerely yours, 
ALBERT M. CoLe, Administrator. 


[Excerpt from Report No. 2, of Subcommittee on Housing] 


The problem of financing—Obtaining mortgage financing for cooperatives 
has always been somewhat of a problem in some areas, although in others, e. g., 
in New York and Los Angeles, sponsors have been able to locate interested 
investors without too much difficulty. The subcommittee heard conflicting testi- 
mony on the outlook for 213 financing in the current mortgage market, with 
some witnesses displaying optimism but others sounding a pessimistic note. 

Because of the possibility that the current tightness in the mortgage market 
may make it more difficult to obtain section 213 financing, the revolving fund 
authorization of $50 million provided in FNMA for the advance commitment 
and purchase of such mortgages takes on added significance, assuming of course 
that the administrative roadblocks discussed previously can be removed. 

But here again in its studies and hearings the subcommittee has found an 
additional example of administrative policies and decisions which tend to 
frustrate programs enacted by the Congress. Specifically, the subcommittee 
is concerned because of the policy adopted by FNMA with respect to the price 
that it will pay for section 213 mortgages and other mortgages under its special 
assistance program. Under that policy FNMA has decided it will pay a price 
of only 98 (except for military housing loans for which a price of 99% will 
be paid). The price of 98 is uniform throughout the country, unlike the vary- 
ing price schedule which FNMA pays for GI and FHA mortgages in different 
parts of the country under its secondary market operations. Even if FNMA 
is correct in attempting to gear its price to the market under the special 
assistance program, there is some doubt as to the appropriateness of the 98 
price for section 213 project mortgages carrying an interest rate of 414 percent. 
It should be borne in mind that management-type project loans involve a prin- 
cipal amount of millions of dollars and are far more profitable to the investor 
because of the relatively low servicing costs and other factors. It would appear 
that a price closer to par would be more in line with actual market in some 
areas for these section 213 mortgages. 

This financial burden becomes more real when one realizes that in addition 
to the 2 percent discount the cooperative must pay nonrefundable fees to FNMA 
totaling 1%, percent (1 percent commitment fee plus one-half of 1 percent fee 
upon purchase). Taken altogether, this means that a cooperative using FNMA 
financing will really obtain its money at 96% percent or at a 3% percent dis- 
count, a cost which must be borne by the cooperators. 
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The subcommittee disagrees completely with FNMA’s policy of a substantial 
discount for mortgages purchased under their special assistance programs. As 
a matter of fact it believes that there is much to be said that par should be 
paid for such mortgages precisely because they have been singled out as 
programs deserving of special assistance. It therefore intends to hold an early 
hearing on this subject in Washington with FNMA officials to determine whether 
FNMA’s policy can reasonably be defended, and if as we suspect it cannot, to 
recommend to the Banking and Currency Committee legislation designed to 
correct the deficiencies of FNMA’s policies in this field. 

The subcommittee also found another surprising problem which has arisen in 
connection with the-limitation on FNMA commitments to $5 million in any 
one State. Although the $50 million fund will be revolving, i. e., permitting 
additional advance commitments to be issued so long as the outstanding total 
does not exceed $50 million, FNMA has apparently ruled differently with respect 
to the $5 million suballocation to any one State. In other words FNMA has de- 
cided to limit any one State’s allocation to $5 million in initial commitments with 
no permission to “revolve” within a $5 million ceiling. 

The subcommittee is informed that the FNMA had no other alternative in 
view of the statute and record. The subcommittee does not believe this to be 
the case, and the subcommittee therefore recommends legislation to the Banking 
and Currency Committee which will make it abundantly clear that the $5 million 
per State suballocation maximum .is as a revolving fund exactly the same as 
the overall authorization of $50 million. 

Mr. Rats. Thank vou, Mr. Campbell. From your statement. it 
seems some clarification as to what was the intent of the Congress is 
needed. So as we said in the committee report, which is our view, we 
will ask for clarifying action in order to get what I think, and what I 
think most of us here believe, was the intent of Congress. 

I don’t quite understand the reason for all of the charges of FHA 
and Fannie May on cooperatives. That sounds like a very high rate 
of charges and much higher than it was originally in the cone ception 
of the program, isn’t it? 

Mr. Campretn, Well, the FITA fees are no higher than originally. 
I think they are a little higher than they need be, but they aren’t a 
major issue at the moment. ‘It is my feeling that the FHA 203 schedule 
could very well apply to the 213 mortgage « commitments. This would 
mean a considerable reduction in that | particular fee. 

Mr. Rains. Of course, this amount that you finally lead up to is 
quite a burden on the people buying cooperatives. 

Mr. Campre.u. Yes, we feel it is more than it need be in the light 
of the experience. We would like consideration given to an adjust- 
ment. With the Fannie May fees looking so exorbitant, it makes 
FHA sound reasonable these days. 

Mr. Ratns. The Fannie May fees—you said you had how much 
loss, $1,628, is that correct, or $1.928 ? 

Mr. CaMpsBe.L. Yes. 

Mr. Rarns. Is that the total loss? 

Mr. Campbeiyt. That is the total loss on the FILA-insured mort- 
gages. That didn’t happen to be one held by Fannie May. 

Mr. Rarns. You have made a very fine statement and some of the 
other members have some questions. Mr. Addonizio. 

Mr. Apponiz1o. That $1,928 was out of a total of $8 million ? 

Mr. Campsetu. That is right, that was the total of the insurance. 

Mr. Apvponizio. I don’t have any questions. I think the committee 
agrees with what you have said. I hope they give it serious con- 
sideration. 

Mr. Ratns. Mr. McDonough. 
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Mr. McDonovugu. I think it is a tine statement. 1 think we ought 
to make it as easy as possible for these people to buy houses, especially 
when it will remove the possibility of these people going into public 
housing and take care of those people who cannot go into public 
housing and cannot purchase housing at current prices. 

Mr. Camppety. That is our objectives. I might say that much of 
what Mr. Levitt said about the pension funds turns on just one factor. 
The mortgages to be purchased are usually from 20 years to as high 
as 40-year mortgages. The suggestion Mr. Krooth made yesterday, 
the creation of a nonprofit mortgage corporation, would make it pos- 
sible particularly for pension funds held by trade unions to invest in 
the mortgage corporation. This would make it possible for the mort- 
gage corporation to buy 40-year cooperative mortgages, while the de- 
bentures issued by the mortgage corporation would be for much 
shorter duration. That would give a liquidity which a pension fund 
needs in case of some sort of a disaster overcoming it. 

I think this is one of the major keys to your problem—the need for 
a device which makes it possible not to put the pension-fund money 
into 1 given obligation for 20 or 30 or 40 years, but to go into an 
obligation which is more liquid. The mortgage corporation that Mr. 
Krooth suggested yesterday would solve that problem for trade-union 
members, primarily. 

Mr. Rains. Now, there are no subsidies involved in any of that type 
housing that you are talking about / 

Mr. Campseti. That is right. 

Mr. Rains. Non whatoever ? 

Mr. Camppett. That is right. 

Mr. Ratns. I liked your statement in which you said you didn't 
intend to ask for any money. 

Mr. Campsetn. We certainly do not. 

Mr. Rains. Mr. O'Hara. 

Mr. O’Hara. Mr. Campbell, I have listened with great interest 
to your statement and it has been factual and diplomatically presented, 
but I find on page 4 the statement that the authorization recommended 
by our committee and adopted by the Congress in the last session 
has resulted in the use of not a single dollar of the 15 million provided 
because of the exorbitant fees being charged. 

Mr. Campsetx. That is right. 

Mr. O’Hara. I want to ask one question and if you don’t wish to 
answer it directly, I will excuse you. A number of us on this com- 
mittee have always thought one approach to this problem of getting 
housing within reach of people of limited income was through the 
cooperative plan. A number of us in Congress fought for that and 
there has been bitter opposition. 

Now, my question is, Is it your thought that this administration is 
seeking to kill the cooperative housing program by imposing such 
exorbitant fees that they are making it impossible for you to proceed ? 
Now, do you wish to answer that question directly ? 

Mr. Campsett. Mr. Congressman, that is a difficult question. I 
know these men, work with them very closely on the problems that 
face cooperative housing. I know that most of them are not opposed 
to what we are trying to do, particularly in the FHA, which has 
recently appointed a special assistant to the Commissioner in charge 
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of cooperative housing at the direction of your committee and Con- 
gress last year. This has been done. A very fine person has been 
brought in. And he has been given complete support of the admin- 
istration of FHA. I think, in regard to FNMA, one of the problems 
is that the people who are running Fannie May tend to think they have 
to apply to the special assistance programs what they are directed by 
the Congress in 1954 to apply to their secondary market operation. 
This may be the answer to it. That is a much more charitable ap- 
proach than what you have made. If nothing is done, if no change is 
made in these rules, it would seem to indicate that they are beyond 
persuasion. 

Mr. O’Hara. Well, do you think that the fees—the charges—are 
exhorbitant ¢ 

Mr. Campse.i. We do. 

Mr. O’Hara. You have made a good case. Because of the size of 
these fees and charges, it is impossible for you to proceed and to bring 
housing within the financial means of many in this group. That is 
your thought ? 

Mr. Campse.y. That is right. 

Mr. O’Hara. And you think that in the present law you have suffi- 
cient authority, that it is merely in the interpretation of the law? 

Mr. Campsett. That is right. 

Mr. O’Hara. I wished to get your answer, because it seemed to me 
from your testimony that there was the appearance at least that there 
was administrative effort to crush out cooperative housing. 

Mr. Campse.u. Well, we should know fairly soon whether it is that 
serious or not. 

Mr. O’Hara. Thank you, sir. 

Mr. Rarys. Let me ask you a question. Do you think that the 
failure to use this $50 million seein fund 213—is it due more to 
the difficulty sponsors have had with FHA, I am talking now about 
the identity of interest problem, than because of FNMA’s heavy fees 
or are both of these problems? 

Mr. Campse.tL. We haven’t gone into the problems that have grown 
out of the identity of interest ruling. As a matter of fact that ruling 
affects primarily what have been called the builder-sponsored coopera- 
tives. Most of those do not need to go to FNMA for advance com- 
mitments, so that this ruling of FNMA affects primarily the con- 
sumer sponsored, the minority, and open occupancy projects. The 
conflict of interest ruling on 213 builder-sponsored cooperatives. 

Mr. Rains. You don’t mean conflict of interest, you mean identity 
of interest ? 

Mr. Campsett. I am sorry. I have been reading too much in the 
pone. The identity of interest ruling has been holding up the 

uilding of probably another $50 million worth of projects in New 
York alone, which we feel could go forward and could go forward 
in the interests of the consumer. 

Mr. Rains. We got into that problem in New York. That is why 
I inquired about it. We had testimony on that. 

Mr. Campse.. That is a separate problem from this problem which 
we have been dealing with today. 

Mr. Rarns. Do you have any other questions, gentlemen ? 

Thank you, Mr. Campbell, for appearing. It is a very fine 
statement. 
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(The following letter was submitted by the Federal National Mort- 
gage Association, in reference to testimony by Mr. W. J. Campbell :) 


FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Housing AND HOME FINANCE AGENCY, 


Washington 25, D. C., March 2, 1956. 
Hon. ALBERT RAINs, 


Chairman, Housing Subcommittee, 
Banking and Currency Committee of the House of Representatives, 
Washington 25, D. C. 


Dear Mr. CHAIRMAN: At your invitation, I am writing this letter for inclusion 
in the record of the February 16 and 17 hearings on the Federal National Mort- 
gage Association. My comments pertain to two parts of the testimony presented 
to your subcommittee on February 17, 1956, by Mr. Wallace J. Campbell, director, 
Washington office, the Cooperative League of the United States of America. 

With respect to the commitment fees, purchase and marketing fees, and dis- 
counted prices applicable to the purchase of cooperative housing mortgages by 
the Association, Mr. Campbell stated: 

“It is quite obvious that the FNMA fee structure was established without prior 
consultation with FHA, the agency responsible for the cooperative program. The 
rules and regulations of FHA prohibit the payment of fees in excess of 1.5 percent. 
Since FNMA will not act as an originating mortgagee, an FHA-approved mort- 
gagee must be obtained for this purpose. All originating mortgagees today 
charge the full 1.5 percent fee for their services. Therefore the payment of 
the fee required by FNMA in addition is prohibited by the FHA regulations.” 

By way of history, section 504 of the Housing Act of 1950 caused the Federal 
Housing Administration to attempt some control of the type of charges in ques- 
tion, as to all mortgages insured. However, the Housing Amendments of 1953 
changed the existing situation by excluding from the operation of section 504 “any 
loss suffered by an originating lender in the bona fide sale or pledge of or an 
agreement to sell the mortgage.” 

Accordingly, after the change the Federal Housing Administration permitted 
a builder, seller, broker, or interested party other than the purchaser (mort- 
gagor) to absorb charges necessary to cover the originating mortgagee in pro- 
curing commitment contracts and effecting sales of mortgages. In the case of 
multifamily housing (including cooperative housing), the Federal Housing 
Administration even allowed the absorption of the charges by the sponsor, the 
contractor, or other interested party, including the mortgagor corporation. 

While the Housing Act of 1954 repealed section 504 of the Housing Act of 1950, 
the Federal Housing Administration’s policy with respect to the type of charges 
in question has remained substantially unchanged since the change in 1953, 
although disclosure requirements have undergone some change. 

Consequently, the Association’s charges applicable to the purchase of co- 
operative housing mortgages are not prohibited by the regulations of the Federal 
Housing Administration. 

The Federal Housing Administration’s regulations on cooperative housing 
mortgages do restrict the charges which an originating mortgagee may make 
against the mortgagor to 1.5 percent of the original principal balance of the 
mortgage. However, the restriction is as to the cost of closing the mortgage 
transaction. It does not restrict charges of the type in question. 

The most pressing problem with respect to charges comparable to those of the 
Association appears to be the “identity of interest’ problem recognized and 
discussed by your subcommittee in its recent report No. 2 to the House Com- 
mittee on Banking and Currency, on the subject of mortgage credit and FHA 
multifamily housing programs under sections 207 and 213. The discussion in 
the report makes it apparent that this problem is the reason for the existing 
virtual stoppage of the cooperative housing program. The Federal Housing 
Administration informs us that subsequent to the enactment of the Housing 
Amendments of 1955, through January 31, 1956, FHA insurance commitments 
for section 213 cooperative housing mortgages were issued as follows: September, 
1: October, 2; November, 0; December, 4; and January, 1; Total, 8. These FHA 
insurance commitments aggregated $10,229,500, for 992 living units. 

With respect to the Association’s purchases and holdings of cooperative hous- 
ing mortgages, Mr. Campbell stated : 

“The committee will be interested in the previous experience of FNMA. The 
authorization in 1953 to make advance commitments for $30 million has worked 
out very well for FNMA. As of our most recent report, FNMA was still holding 
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only 8 mortgages. These were all on comparatively small projects and left 
FNMA with co-op mortgages totaling $3,926,844 in its portfolio * * *” 

The mortgages to which Mr. Campbell refers are only those of the project 
type, and the record should show that purchases of mortgages of the project type 
comprise only about 11 percent of the Association’s activities in the purchase 
of cooperative housing mortgages. 

As of January 31, 1956, the Association’s total portfolio included 4,660 co- 
operative housing mortgages in the amount of $42.1 million (8 project mort- 
gages and 4,652 individual mortgages amounting to $3.9 million and $38.2 million, 
respectively ). 

In addition to the portfolio, the Association had outstanding at the same time 
undisbursed commitments providing for the purchase of 143 mortgages in the 
amount of $2.6 million (1 project mortgage and 142 individual mortgages totaling 
$1.2 million and $1.4 million, respectively). 

Under all its legislation authorizing mortgage purchases, including the special 
legislation relating expressly to cooperative housing mortgages, at the end of 
January the Association had purchased 11 project cooperative housing mort- 
gages totaling $5.2 million and 4,745 individual mortgages in the amount of 
$40 million. The iatter were initially covered by blanket mortgages and were 
acquired by the Association as individual mortgages after their release from 
the blanket mortgages. 

Under its special legislation relating expressly to the purchase of cooperative 
housing mortgages, the Association purchased all of the 11 project mortgages 
referred to above, and also 2,444 of the individual mortgages in the amount of 
$21.6 million. 

The record should show that the Association has sold only two of the project 
type cooperative housing mortgages that it has purchased and has sold none 
of the individual type. 

I hope that my comments will serve to avoid any misunderstanding that might 
arise if Mr. Campbell's testimony were not supplemented and clarified in this 
manner. 

Very truly yours, 
J.S. BAUGHMAN, President. 


Mr. Rarns. The next and last witness, and I appreciate his waiting 
so we can put him on now instead of at 2 o’clock this afternoon, is Mr. 
John A. Reilly, president, Second National Bank, on behalf of the 
American Bankers Association. Come around, Mr. Reilly. 

Mr. Remy. Thank you, Mr, Chairman. 

Mr. Rains. I appreciate your being here. 


STATEMENT OF JOHN A. REILLY, AMERICAN BANKERS 
ASSOCIATION 


Mr. Reuxy. I appreciate the opportunity of being here. My name 
is John A. Reilly. I am president of the Second National Bank of 
Washington, D. C., and chairman of the Committee on Urban Housing 
and Mortgage Financing of the American Bankers Association, on 
behalf of which association I appear today. 

The American Bankers Association includes in its membership over 
98 percent of all banks of deposit. At the present time these banks 
hold approximately $31 billion of nonfarm residential debt of the 
country. These holdings represent the deep interest which these 
banks have in encouraging home ownership. 

Furthermore, these banks as custodians of $182 billion of deposits, 
have the responsibility of safeguarding the funds placed in their care 
and are naturally concerned with any developments which may affect 
the quality of their mortgage holdings. 

Bankers likewise recognize the need for the continuance of sound 
governmental fiscal and monetary policies to insure the economic 
stability of the country. 
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For these reasons we appreciate the privilege of wet here 
before your committee to discuss the future of the Federal National 
Mortgage Association. 

The American Bankers Association favors a private facility as 
against a facility fully supported by the Government. Such a 
Government-sponsored facility drawing its funds from the Treasury 
of the United States involved an indirect subsidy to a particular class, 
makes more difficult the orderly management of the public debt, and 
carries inflationary potentialities. 

Under the Housing Act of 1954, the FNMA was reconstituted and 
given three separate functions. First, it has a secondary market 
function, with capital supplied by the sellers of mortgages to it, with 
the aim that eventually it would become wholly privately owned and 
operated. Its other two functions are special assistance programs 
and the liquidation of the mortgage portfolio held by FNMA at the 
time it was reconstituted. It has to call on the Treasury for funds 
only in connection with its special assistance functions. I shall ad- 
dress myself to the secondary market functions of FNMA. 

We believe that FNMA has made satisfactory progress in the short 
period it has been conducting its secondary market operations under 
the new setup. It would be a backward step to relax the require- 
ments for the purchase of stock in FNMA. Not only would it have 
the effect of postponing the time when FNMA would become pri- 

rately owned and operated, but also would make possible expanded 
mortgage purchases by FNMA which could have a marked inflationary 
influence. 

We believe there are adequate funds available from private sources 
to meet all demands for sound mortgage financing. In our opinion 
this is not the time to make changes in FNMA operations. It would 
be inconsistent with and would make more difficult the efforts of the 
Federal Reserve Board to stabilize the housing market at a level 
that the savings of our people can soundly finance. Furthermore, 
such a relaxation could seriously impair the voluntary home mortgage 
eredit program which is now functioning well in making mortgage 
credit available in remote areas and to ‘minority groups. 

To avoid inflationary pressures, to protect the private mortgage 
market from deterioration, and to preserve sound monetary and ¢ redit 
policies, we urge that there be no relaxation of the present require- 
ments for the purchase of stock by sellers or mortgages to FNMA 
and that the arrangement for repurchase options be discontinued. 

Mr. Rains. Thank you, Mr. Reilly. 

There are a great many questions I would like to ask you. In the 
first place, some of your statements I find difficult to go along with. 
Coming from an area, as I do, down in Alabama, there is an inadequate 
supply of mortgage credit. Your statement doesn’t fit in with the 
facts as I find them down in the States, and as this committee has 
found them, even in California, which is not any remote area at all. 
How do you account for that? 

The people say they can’t get mortgage money. 

Mr. Remuy. Well, the Chairman of the Federal Reserve Board is- 
sued a statement the other day that he saw no lack of money because 
of the tight money policy of the Federal Reserve System. The Fed- 
eral Housing Administration made a similar statement, and there may 
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be situations, Mr. Chairman, in certain areas where tightness exists, 
but I don’t think that that is true throughout the country. 

Mr. Rarns. Maybe you can get money in New York and maybe you 
can get it in Chicago, and a few places around the money markets of 
the country, but Members of Congress who are much closer in touch 
with the things at home than the Chairman of the Federal Reserve 
could ever hope to be, we don’t find it that way. And that is the thing 
which confuses us with Government announcements that there is mort- 
gage money available, when there are no GI loans being made, Gov- 
ernment-guaranteed, no FHA loans, and so forth. So would you sug- 
gest that we make some arrangement whereby there shall be, if we 
can, a better dispersal of mortgage credit to the remote areas of the 
country 4 

Mr. Reitiy. I think the voluntary home mortgage credit program 
is operating very effectively. I happen to be a member of the national 
committee on that, and we have watched these reports each money 
and we feel that there is a very adequate job being i in the remote 
areas where they can qualify. 

Mr. Rains. Well, this committee takes a little pride in that, and 
this special committee has had the opportunity possibly to check into it 
more than any other group in the country, and while I say that it is 
doing needed work, and I am proud of what it is doing, I think that 
what it is doing is a mere drop in the bucket. 

Mr. Reitiy. I would be inclined to share your view that it is not a 
real help. 

Mr. Rarns. I am willing to say that in its infancy it is coming along. 
I think that can be said all right. 

Mr. Reiry. I think the insurance companies have done a remark- 
able job in the voluntary home mortgage credit program. 

Mr. Rarns. I commend them for that. But I am concerned, and I 
know all of the members are, about the tightness of mortgage money 
in areas away from New York. Now I was amazed out in Mr. 
McDonough’s great country to find that out there, where I thought 
money grew on orange trees, they are not able to get the money to do 
the building; is that so, Mr. McDonough ? 

Mr. McDonovueu. Yes, money is tight. 

Mr. Rarns. We appreciate your statement, and we want to keep a 
sound monetary policy. This committee is very anxious about that. 
But at the same time we want to get out all of the mortgage money 
we safely can to the people who desperately need homes. 

Mr. Rettiy. That you safely can, that is the key to it. We have 
to live with these mortgages throughout the life of the mortgage. 
Those who service the mortgages get their service fees, and that is it. 
Those who sell the mortgages get their commissions, but the banks and 
the investors who own these mortgages have to have them sound, or 
otherwise you would have no mortgage money available, in my opinion. 

Mr. Rats. Of course, your bosses on federally guarantied mort- 
gages, according to the figures submitted to us, they are very low. 

Mr. Rety. That is because the Government guarantees them. 

Mr. Ratns. As to home financing, now, do your people mostly en- 


gage in Government-guarantied mortgages or conventional mort- 
gages ¢ 
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Mr. Rettiy. They do both. I don’t know what the percentages are, 
but we do a substantial amount of conventional mortgage business, 
where the owner has a substantial stake in it himself 

Mr. Rains. The bill which our committee pees out last year, which 
gives to commercial banks the right to make 20-year loans, has that 
been of any benefit ? 

Mr. Reitiy. Yes, it has been a very definite benefit. I testified for 
the ABA on that and I have had personal experience right here in 
Washington. The 20-year maturity has enabled us to make loans we 
were losing to our competitors simply because we had to freeze it at the 
10-year period. 

Mr. Rains. Loans you couldn’t have made otherwise ! 

Mr. Remtty. That is right. I think it was a forward piece of legis- 
lation, and the 6624 percent was very realistic, in my opinion. 

Mr. Rains. Thank you very much, Mr. Reilly. 

Any questions, gentlemen / 

Mr. Addonizio. 

Mr. Apponizio. Mr. Reilly, I was listening rather intently when 
you were talking to our chairman about the fact that there is plenty 
of money available. From the hearings we have been conducting 
throughout the country, I don’t think that that is the situation. I 
just can’t understand why you would make such a statement. 

Mr. Remuy. The banks all say they have plenty of money available 
and if they get qualified borrowers available for it, they are glad to 
have it, and the insurance companies have a tremendous portfolio 
that they are trying to invest in mortgages. I think the difficulty is, 
sir, that the quality of some of these mortgages does not meet the 
standards of the lenders. 

Mr. Apponiz10. Do you mean they are not sound ? 

Mr. Rettiy. That is correct. 

Mr. Avponizi1o. They are Govermment-guaranteed, aren’t they ? 

Mr. Remy. If you want to rely on a Government guaranty that 
is a definite subsidy, and it is really the only reason you have a market 
for a lot of these mortgages.. Otherwise there wouldn’t be any market 
for them. We don’t think the Government should stand behind 
unsound mortgages. 

Mr. Apponizi1o. On page 2 of your statement you talk about stock 
purchase requirements. 

Mr. Reitniy. Yes, sir. 

Mr. Apponiz10. That you don’t desire any change in the present 
5 percent. , 

Mr. Rettiy. We think it isa step backward. 

Mr. Apvonizio. Then you are opposed to the President’s Economic 
Report when they recommend setting it at 1 percent or above? 

Mr. Rettiy. We think setting it at 1 percent or above will freeze 
it at 1 percent, and we think the 3 percent will build it up to the 
point shane it is truly a nongovernmental operation, and we think 
reducing the 3 percent would be a step backward. 

Mr. McDonoveu. Where do you find the most stable mortgage 
market in the United States? You are in the voluntary home mort- 
gage credit plan and other phases. 

Mr. Reimiy. There are several sections of the country that appear 
to be stable. 

Mr. McDonoven. Where are they ¢ 
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Mr. Rettiy. New York is a stable mortgage market. 

Mr. McDonoven. Where else? 

Mr. Remy. Chicago. I am not sure about California, but 1 have 
heard it said out there, by California bankers, that there is money 
available in California for sound mortgages. 

Mr. McDonoven. What makes a mortgage not satisfactory where 
it isan FHA-guaranteed or insured loan ¢ 

Mr. Remuy. The fact that the income of the borrower is not suf- 
ficient to meet the payments and you get in trouble with your loan. 
There is difficulty in servicing it. The mere fact that the guaranty 
or insurance is there should be a secondary element in the thing. 

That makes it collectible, but that doesn’t necessarily make it sound. 
It is the ability of the borrower to pay that money back that the 
banker and the insurance company and other lenders of money look at, 
in addition to the guaranty of the Government. Just because it is 
guaranteed by the Government doesn’t make it a sound mortgage. 
It is true you can collect it, but if you are having trouble with it, you 
lose all of your profit in trying to collect it. 

Mr. McDonoven. You say there is $21 billion in nonfarm residential 
mortgage. What about the farm residential mortgage ¢ 

Mr. Remy. I don’t have the figures on that, I am sorry. I under- 
stand the total is $38 billion for all mortgages. 

Mr. McDonoven. That would mean about $7 billion in farm resi- 
dential mortgages ? 

Mr. Reitxy. All other mortgages. 

Mr. Rarns. That would include commercial, then ? 

Mr. Remy. Yes, which are rather substantial mortgages, of course. 

Mr. Rarns. Thank you very much, Mr. Reilly. We appreciate your 
appearing. 

Mr. Rey. Thank you, Mr. Chairman. 

Mr. Rains. I want to express my appreciation to my colleagues 
and to those who attended, to the fine witnesses. 

The committee is adjourned. 

(Whereupon, at 12:55 p. m., Friday, February 17, 1956, the sub- 
committee was adjourned, subject to call of the Chair.) 

(The following statements have been received and submitted to 
the subcommittee :) 


STATEMENT BY THE AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUS- 
TRIAL ORGANIZATIONS FOR HEARING ON FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The financing of housing plays a major role in determining the level of hous- 
ing construction, the types of houses built, housing prices and the ability of 
families to obtain good housing within their means. The methods and terms 
by which residential mortgages are financed thus constitute an extremely im- 
portant aspect of the whole housing picture. Your committee, therefore, is to 
be commended for directing its attention to this fundamental phase of housing 
policy. 

A thorough investigation of the operations, policies, and procedures of the 
Federal National Mortgage Association, which provides the most important 
backstop to financing provided by private mortgage lending institutions, is 
particularly appropriate at this time in view of the current decline in residen- 
tial construction. Private housing starts have declined steadily during the 
past year from an annual rate of 1,416,000 in January 1955 to 1,183,000 in Janu- 
ary 1956, a decrease of 16 percent. 

All indications point to a reduced rate of home construction during the com- 
ing months. Thus in December 1955, the latest date available, there were 13,379 
dwelling units in FHA applications for new homes as compared with 24,328 a year 
earlier, a drop of 45 percent. VA appraisal requests for new homes in the same 
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month were 24,892 as compared with 44,251 in December 1954, a 44 percent decline. 

Faced with the sizable reduction in housing activity that has already occurred 
and the possibility of an even greater drop in the months ahead, it is incumbent 
upon both the Congress and the administration to take whatever steps may be 
necessary to assure that FNMA provides the maximum possible financial sup 
port to the housing market. 

In order to determine whether FNMA is discharging the responsibility which 
the Congress has assigned to it, it is worthwhile to review briefly its major 
functions. First, FNMA has traditionally provided a secondary financing mar- 
ket for residential mortgages. FNMA has purchased mortgages in areas where 
investment funds were required and subsequently resold them in sections where 
investment capital was available. In this way, FNMA has made it possible for 
private mortgage institutions to turn over their funds and thus make more 
money available for mortgage lending purposes than would otherwise have 
been possible. 

In addition to this general function, Congress has at various times assigned 
to FNMA the responsibility to assist in financing certain types of housing for 
which Congress deemed there was a particularly urgent need. Most recently, 
Congress took such action in the Housing Act of 1954. 

This legislation assigned to FNMA certain special assistance functions. FNMA 
was authorized to provide financing for certain types of mortgages for which 
established financial facilities were considered inadequate. These included 
minority housing, cooperative housing and housing in so-called urban renewal 
areas. 

The Housing Act of 1954 changed the ownership and control of FNMA from 
one wholly in the hands of the Federal Government to one which would 
gradually take on the characteristics of a mixed-ownership corporation, includ- 
ing both private and governmental ownership and control. 

The change from complete Federal ownership and control to the mixed- 
ownership types of organization has been accompanied by a fundamental trans- 
formation in the entire concept and purpose of FNMA, at least in the minds of 
those who are now administering it. Apparently the officials who are admin- 
istering FNMA have come to regard it as a business institution, pure and simple, 
whose sole objective is, to put it bluntly, to make money. This has been 
evident not only in FNMA secondary market operations, but even in the way 
it has carried out the special assistance functions assigned to it by the Congress. 


SECONDARY MARKET OPERATIONS 


In the past, when FNMA was entirely a Federal operation, it invariably pur- 
chased residential mortgages at their par value. This involved no particular 
financial loss because if FNMA wanted to sell those mortgages subsequently, it 
could wait until they were salable at par. 

Under the present setup, FNMA buys mortgages not at par, but at whatever 
happens to be their value in the market at the time they are put up for sale. 
Moreover, in addition to purchasing mortgages at less than par rates, FNMA 
also adds on a commitment fee and a purchasing and marketing fee. Finally, 
each seller of a mortgage to FNMA must also subscribe to FNMA common stock 
an amount equal to 3 percent of the mortgage amount. 

Let us see what this means in actual practice. In an address to the convention 
of the National Association of Home Builders last month, Mr. J. Stanley Baugh- 
man, FNMA President, announced what was described in ENMA’s press release 
as “welcome news to the homebuilding industry.” The welcome news was a 
proposal which would permit holders of so-called acceptable mortages to sell 
them to FNMA “at current market prices, as determined by FNMA” with a 
9-month option to repurchase the same mortgage at the same price. 

How welcome was this news for builders and, more important, for consumers? 
Let us suppose that FNMA purchases an FHA-insured mortgage at the current 
market price of 98 on a 9-month purchase option. FNMA will charge the seller 
a fee equal to 1 percent of the unpaid principal amount of the mortgage, a one- 
half percent purchase and marketing fee and 3 percent for the common-stock 
subscription, or a total of 4% points plus the original 2-point discount. 

In effect, therefore, the FNMA collects for the 9 months it holds the mortgage 
the customary 4% percent interest on the mortgage plus a total discount on the 
mortgage of 6% points. This is an excessively high cost for the service it 
renders. 

There can be no mistake about who must pay for all of these costs. It is, of 
course, the ultimate consumer who bears this additional financial burden since 
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neither the original lender who sells the mortgage to FNMA nor the builder 
will engage in these transactions unless someone else, namely, the homebuyer, 
will meet these additional costs. 

The net effect is to force up the cost of housing and push the average family 
out of the housing market altogether or to make it shoulder a financial burden 
far heavier than it can afford. Apparently all of this is justified by the alleged 
need to make the investment of private funds in the mixed-ownership FNMA 
as profitable as possible. 

But this is completely at variance with what certainly should be FNMA’s 
major purpose. FMNA’s objective should not be to assure profits to investors, 
but to make residential mortgage financing available that would otherwise be 
lacking and thereby permit more families to obtain good housing at costs they 
can afford. 

SPECIAL ASSISTANCE FUNCTIONS 


The failure of FNMA to discharge its basic responsibility has had serious 
enough consequences on the effectiveness of FNMA’s secondary market opera- 
tions. The way FNMA has virtually ignored its duty to discharge the special- 
assistance functions assigned to it in the Housing Act of 1954 has been truly 
unconscionable. 

Here, there can be no doubt that the overriding purpose of the Congress was 
not for FNMA to engage in a moneymaking operation, but to assure that the 
$200 million Congress authorized for FNMA’s special-assistance functions would 
make available necessary financing for the special types of housing Congress 
deemed most needed. These included housing for minority groups, cooperative 
housing under the FHA 213 program and housing in so-called urban renewal 
areas under the FHA 220 and 221 programs. 

FNMA with the apparent knowledge and, in some instances, support of the 
Housing and Home Finance Agency and the present administration, has evi- 
dently made no serious effort to carry out the congressional mandate with 
regard to these programs. Indeed, examination of how FNMA has handled 
its functions with regard to these programs reveals that all too often its objec- 
tive seems to have been to thwart the possibility of their success. 

The desparate need of minority families for decent housing and the flagrant 
discrimination of private lending institutions which have refused to finance 
housing for Negroes and members of other minority groups are all too well- 
known. It was precisely because of this situation that Congress authorized 
that part of the $200 million authorization for FNMA’s special assistance func- 
tions be used to provide financing available to minority families. 

Despite this clear directive to FNMA by the Congress, after nearly two years 
there has been no recommendation by the HHFA Administrator, and therefore 
no finding by the President, that FNMA should make financing available for 
minority housing. The result is that none of the FNMA special-assistance 
authorization has been utilized to finance minority housing. 

In the case of cooperative housing, Congress was so anxious to assure an 
effective program that it took discretion out of the President’s hands by specifi- 
eally authorizing to FNMA $50 million for commitments to purchase mortgages 
on cooperative housing. This reflected the recognition of the Congress that 
the basic purpose of the FHA cooperative housing program is to reduce housing 
costs so that more and better housing can be made available to the middle-income 
families. 

Despite the clear intent of Congress that every possible financial roadblock 
to the cooperative housing program should be removed, FNMA has chosen 
to regard this operation, too, as a money-making venture. After many months 
of delay, FNMA has finally proposed to purchase mortgages for cooperative 
housing under the following terms: 

(a) Purchase of the mortgage at 98, thus involving an immediate 2-percent 
discount. 

(b) A nonreturnable advance commitment of 1 percent. 

(c) A purchasing and marketing fee of one-half of 1 percent. 

These charges total 3% percent, in addition to which cooperative groups must 
pay up to 1% percent for construction financing and the services of an FHA- 
approved mortgage institution. The total cost of financing might therefore be 
as much as $500 on a $10,000 mortgage, all of which must be added to the cash 
downpayment. 

It is not surprising that faced with these excessively high financial charges, 
cooperative housing groups have not sought FNMA financing on such burden- 
some terms. The result has been that during the past year there have been 
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over 100 cooperative housing projects involving a total of some 14,000 units in 
various stages of processing in the FHA that have been unable to obtain private 
financing and whose members could not bear the excessive charges proposed 
by FNMA. These cooperative housing projects are literally dying on the vine 
because they cannot obtain financing on reasonable terms from either private 
institutions or from FNMA. 

In previous statements to your committee, the American Federation of Labor 
and the Congress of Industrial Organizations have indicated their skepticism 
regarding the possibility of obtaining low-cost housing in so-called urban renewal 
areas under the FHA 220 and 221 programs. However, there can be no doubt 
that Congress in the Housing Act of 1954 intended that FNMA should make 
financing available for those programs in an effort to provide housing at the 
lowest possible cost in such areas. 

Despite this clear congressional intent, FNMA has proposed the same exces- 
sively high charges for urban renewal housing as for cooperative housing. Your 
subcommittee has justly found “FNMA policy in this matter indefensible.” 


AFL-CIO RECOMMENDATIONS FOR EFFECTIVE SECONDARY FINANCING 


While this committee is primarily concerned with the present functioning of 
FNMA, it may be worthwhile to indicate how an effective secondary financing 
organization could operate. Following the principle first developed in the 
Sparkman-Spence bill of 1950, the proposed Housing Act of 1956 (S. 3158) intro- 
duced by Senator Lehman and a group of cosponsors in the Senate, would es- 
tablish, in section 202, a National Mortgage Corporation with authority to make 
loans for cooperative, sales and nonprofit rental housing for moderate income 
families. 

While this would be an entirely unsubsidized operation, the Corporation would 
not be organized to make a profit. Instead, it would be required to make loans 
at a rate based on the cost to the Corporation of capital investment and borrow- 
ings from the private market plus % percent to cover the Corporation’s over- 
head, administrative expenses, and reserves. At the present time, assuming the 
Corporation were to invest its funds in long-term Federal securities (30- to 40- 
year issues), the rate would be slightly less than 314 percent. 

The bill would permit the loan to be amortized over a period up to 40 years. 
At a low interest rate, long-term amortization is desirable since it would not 
unfairly burden the consumer with high total costs on a long-term basis and 
would permit a considerable reduction in monthly housing costs as compared 
with terms involving a higher interest rate and a shorter amortization period. 

For example, the monthly charge on a $10,000° mortgage financed at the 
current 5 percent effective FHA interest rate for a 25-year amortization period 
is $58.50, while the same mortgage financed at 3% percent for a 40-year period 
would involve a monthly charge of $38.70, a difference of nearly $20. 

The AFL-CIO sincerely hopes that the financing mechanism provided in 
S. 3158 will be given serious consideration in both Houses of Congress and that 
an effective program for making financing on reasonable terms available for 
middle-income housing will be enacted in this session of Congress. Whether or 
not such legislation is enacted, however, it is important that the FNMA be 
reorganized so that it will properly discharge the responsibility Congress has 
assigned to it. 

The misplaced anything-for-a-profit approach FNMA has adopted since it was 
converted to mixed ownership is in conflict with its fundamental purpose. The 
basic job of FNMA should be to make financing available so that families who 
would otherwise be unable to purchase homes can do so. It is particularly 
urgent that the shocking failure of FNMA to discharge the mandate of Congress 
with respect to the special assistance functions be halted. 

To assure that FNMA will carry out the fundamental purpose of widening 
the opportunity of American families to obtain good homes, we ask that it be 
restored to Federal ownership and control. We ask also that it be prohibited 
from continuing to exact the excessive charges for its services which have kept 
it from rendering the service to home purchasers that Congress intended. 
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STATEMENT OF UNITED STATES SAVINGS AND LOAN LEAGUE RE: FEDERAL NATIONAL 
MoRTAGE ASSOCIATION 


The official position of the United States Savings and Loan League, comprised 
of some 4,200 member savings and loan associations, with regard to the Federal 
National Mortgage Association, is contained in its legislative program for 1956. 
The position reads as follows: 

“The rechartering of FNMA with private stock facilities requiring participa- 
tion of the users is a step in the right direction. However, much of the program, 
particularly the special support features, is virtually direct lending which has 
always been opposed by the United States League. The present 3 percent capital 
stock requirement of FNMA should be retained; any reduction would weaken 
and slow down the program for the retirement of Government capital.” 

The United States League and virtually all other lending groups devoted a 
great deal of study and consideration to the secondary market question in 1953. 
At that time President Eisenhower had appointed an Advisory Committee on 
Housing to make an exhaustive study of all housing problems, including the 
question of the Federal National Mortgage Association. The league, in general, 
subscribed to the series of principles and objectives which are stated in the 
President’s Advisory Committee on Housing Report on page 349. These objectives 
read: 

“1. Such a secondary mortgage market facility should be privately financed 
and should operate without expense to the Federal Government. 

“2. Its operations should be sufficiently sound from an economic point of view 
as to permit the sale of its obligations in the private market under favorable 
terms. Such debentures would not be guaranteed by the Federal Government. 

“3. It should take the form of a quasi-public corporation, operated under the 
direction and supervision of a board of directors, appointed by the President, 
and so constituted as to be in a position to prevent its being subject to pressures 
not consistent with its objectives. 

“4. With due recognition of the fact that a substantial volume of funds for 
mortgage lending can be found only in long-term savings, it should be the primary 
objective of the corporation to facilitate the flow of mortgage funds to areas 
where needed. 

“5. To that end, and in order to prevent efforts to use its facilities to create 
a primary market instead of a secondary market, the Corporation should purchase 
mortgages only on the basis of imposing an automatic deterrent on those using 
its facilities. 

“6. Mortgages should be purchased by the Corporation with the objective of 
selling them to mortgage investors in other areas, and only those mortgages 
should be purchased which are believed by the management of the Corporation 
to have marketability under normal conditions. 

“7. A reasonable financial participation should be required of the financial 
institutions that would use its facilities, which is described elsewhere in the 
report as 4 percent.” 

In spite of the fact that Fannie May today is doing much more business than 
it did the first year, there are those who would like to see the facility converted 
into a more active program, to the point where FNMA would be a primary mar- 
ket rather than a secondary source of funds. The President’s Economic Message 
includes a proposal that the stockholding requirement be reduced from not less 
than 3 percent to not less than 1 percent. The United States League opposes a 
reduction in the stock-purchase requirement, because any such reduction would 
weaken the program and slow down the retirement of Government capital. 
Under the present 3-percent requirement it is generally estimated that it will 
take 7 years or more to retire the Government investment. If the 3 percent is 
reduced to 1 percent, it would taken very much longer to retire the Government 
investment, even if Fannie May’s volume increases. For example, Fannie May’s 
net income before dividends to private stockholders was $175,000 between No- 
vember 1, 1954, and December 31, 1955. During this same period, stock pur- 
chases have been somewhat over $3 million. Obviously the retirement of Govy- 
ernment capital must then come principally from the sale of stock. 

Just as historically the Federal Reserve discount rate is kept above the 
short-term Government security market, the secondary market mortgage pro- 
gram must be kept below the going market rate; otherwise the secondary 
market ceases to be secondary and becomes a primary market. So long as 
the Government has a substantial investment in FNMA, any direct primary 
market operations constitute virtually direct lending by the Government and 
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certainly direct lending has no place in our free enterprise system during 
peacetime. 

Another important principle which the United States league and the Presi- 
dent’s Housing Advisory Committee have stated, is that the groups which use 
the FNMA facilities should pay some reasonable amount for such use. In the 
present FNMA operation, users obtain stock equal to 3 percent of loans sold 
and as a practical matter, this stock may be promptly resold at prices of 
from 55 to 70 cents on the dollar. Thus the actual cost to the user is sub- 
stantially under 1% percent so far as stock purchases are concerned. Com- 
pared to the various other discounts and charges which appear to exist in the 
mortgage market, this cost is not substantial. 

In summary, then, the United States league recommends that the present 3 
percent stock purchase requirement be continued and that the special assistance 
feature of Fannie Mae be very closely restricted to such special fields as 
disaster loans and military housing. 





CARONDELET MortGAce & INVESTMENT Co., INC., 
New Orleans 12, La., February 20, 1956. 
Mr. Roserr L. Carbon, 
Clerk and General Counsel, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


DEAR Mr. Carpon: Since writing you on February 16 I have carefully 
reviewed the proposed amendment or modification of the Federal National Mort- 
gage Association’s operations and submit the following as our considered opinion 
of what is both necessary and desirable at this time: 

1. Fannie Mae should again be authorized to issue advance commitments 
for the purchase of FHA insured and VA guaranteed loans. 

2. Fannie Mae should also be authorized to accept all mortgages approved 
by FHA and VA on both new and older homes. 

3. The only limit to the amount of the individual mortage to be pur- 
chased should be that set by the regulations of FHA. In the case of VA 
mortgages, it would, I believe, be proper to permit Fannie Mae to require 
reasonable down payments on larger loans as is presently done by private 
investors. By larger loans, I mean those of $15,000 or more. 

4. It would appear reasonable to expect Fannie Mae to purchase Govern- 
ment insured and guaranteed mortgages at par. A 1 percent origination 
fee would seem to be in order as this would, I feel sure, defray all ad- 
ministrative expenses. 

5. The stock subscription required should not be over 1 percent as this 
would appear to be ample to permit the capitalization in time to be formed 
from this source. 

Recommendations which I previously made to Congressman Boggs concerning 
the voluntary home mortgage credit program would not be necessary if the 
above amendments were adopted. 

I might say that the above suggestions represent the views not only of our 
company but of practically all the local mortgage lenders, the local builders, 
as well as the Home Builders Association of Greater New Orleans and realtors. 
I discussed this matter this morning with the president of the New Orleans Real 
Estate Board, and he stated they had been experiencing extreme difficulty in 
consummating many sales because of the difficulty in obtaining financing for 
FHA and VA loans. He further stated that many sales had been lost because 
of their inability to obtain financing for FHA and VA loans. 

If you wish any further information with respect to this subject, please do 
not hesitate to call on me. 

With kindest regards, I remain 

Very truly yours, 


L. J. DUMESTRE. 
xX 














